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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 


For purposes of convenience, a summary of the conclusions and 
recommendations included in the study together with references to the pages on 
which these recommendations are discussed is set out below: 

1. Sales or consumption taxes should be levied at the retail stage, i.e. at 


the point where goods are sold to a consumer. Pages 6-9, 


2. A single stage tax is preferable to either an added-value tax or a 


turnover tax. Pages 11-16. 


3. if the federal government imposes a tax at the retail level it will be 
essential for the federal and provincial governments to co-operate in 


the administration of sales taxes. Pages 17-18. 


4. Even if the federal government does not impose a retail sales tax, there 
should be more co-operation between provinces in the administration of 


provincial sales tax. Pages 18-19. 


5. The Act should be changed so that tax is levied on goods imported into 


Ontario and new goods sold at a retail sale in Ontario. Pages 32-35, 


6. Tax should be levied on services as well as on tangible personal property. 
The tax on services should not be a general tax but should be a tax on 


Specific services. Pages 55-357. 


7, The discounts presently granted on rental payments should be changed to 
give proper recognition to the interest element of rental charges. If 
Services are not taxed rental payments should not be taxed, but rather 
the lessor should be taxed as the consumer of the leased article. 


Pages 37-38. 


8, Vendors should not be required to pay tax when they are unable to collect 
it from their customers, either because of insolvency or for any other 


valid reason. Page 38. 


9. The present exemptions for producers' goods should be retained in the 


Act and should be expanded. Pages 39-40. 


10. Exemptions for food should also be retained in the Act and an exemption 
should be granted for all meals consumed on the premises where they 


are sold. Page 40. 


ll. The exemptions for drugs and medical supplies should be retained. The 
exemption for material purchased by hospitals for direct patient care 


should, however, be removed. Page 41. 


12. Exemptions for classroom supplies, students' supplies, books, children's 


clothing and fuel should be removed. Pages 42-43. 


13. Tax should not apply to goods purchased for use outside the province. 


Page 43. 


14. The present limited exemption for property acquired through gifts should 
be expanded. Page 44. 


15. The present exemptions for tangible personal property which will be 
incorporated into a hospital, school or university building or a 


municipal public works project should be removed. Recognition for 
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this additional cost should be made by some form of additional 


provincial grant. Pages 44-45. 


Religious and charitable organizations should not receive repates of tax 


paid on materials used in the construction of new buildings. Page 45. 


Construction contractors should be deemed to be the vendors of tangible 
personal property and hence licenced so that they may purchase materials 
free of tax. Contractors would be required to collect tax from the 
owner of the property, using a percentage rate which would be applied 
to the total contract price. An appropriate rate might be 1.25%, which 
would be equivalent to a 3% rate applied to the material content of 


the contract. Pages 45-48. 


The present deposit or bonding requirements for non-resident contractors 


appear to be excessive. Pages 48-49, 


A number of recommendations have been made respecting technical changes 
which should be made in the Act for purposes of clarity or to reduce 


the possibility of undesirable administrative practices. Pages 49-99. 


steps should be taken to relieve the critical shortage of tax auditors, 
which until now has prevented the implementation of an adequate 


enforcement programme. Pages 58-61. 


The Province of Ontario should not adopt a municipal sales tax similar to 
that formerly imposed by Quebec municipalities. If a municipal sales 
tax is required it should be levied on a uniform basis by the Province 
and revenues should be allocated to municipalities on a formula basis. 


Pages 62-65. 
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INTRODUCTION 


The Ontario Committee on Taxation has commissioned this study 
on the Ontario Retail Sales Tax Act as part of its inquiry into the taxation 
and revenue system of the Province of Ontario. The specific terms of reference 
under which this study has been made are as follows: ) 

(a) The preparation of a detailed description of the present operation of 
the Ontario Retail Sales Tax Act and Regulations. 

(b) An analysis of the Ontario Retail Sales Tax Act, Regulations, Rulings 
and administrative practices with regard to simplicity, clarity and 
efficiency, and an examination of the presence and effects of 
anomalies and inequities therein. 

(c) The consideration and description of alternative consumption taxes, 
such as turnover and added-value taxes. 

(d) The preparation of a detailed description of the present operation of 
a typical municipal sales tax in the Province of Quebec, with 
consideration being given as to the ease or difficulty of application. 

(e) The development of appropriate recommendations to improve the present 
system. 

While this study is to be concerned with the structure of 
consumption taxes rather than with economic policies it is nevertheless important 
to consider certain matters falling within the framework of an economic study in 
order to have some standards against which the tax and recommendations for 
changes in the tax can be measured. A few comments on taxation generally and 
the attributes of a good taxation system are therefore set out as a background 
against which to discuss the Ontario retail sales tax. 

One of the main functions of government is to determine a method 
for distributing the costs of public service within the private sector of the 
economy. Not only does this require an equitable distribution of costs among 
the various economic groups within the private sector, it also requires an 
allocation of costs between present and future generations. 

Having first determined what the equitable distribution of public 
costs should be, government must then develop a taxation system which is 
consistent with this objective, for it is primarily through taxation that 
government revenues are raised. The requirements of a tax system then are 
two-fold. First, it must raise revenue sufficient for current public services. 
second, it should require each individual member of the society to bear his 
equitable share of the total tax levy. It is difficult to determine what 
the equitable share of the tax levy should be for any particular member of 
society. This will depend to some extent upon two factors: the ability of 
the person to pay taxes and the benefit he receives from the public services. 
The more affluent members of society are expected to pay more for the 
support of the government than those members on whom fortune has not smiled 
and who can afford to pay taxes only at minimal levels. 

Ability to pay taxes may be measured in many ways. Most 
frequently however, it is based upon the taxpayer's income in excess of a 
basic minimum required for his support and for the support of his dependents, 
and his total wealth. The taxpayer's expenditure may not as easily be taken 
as a measure of his ability to pay taxes since expenditure does not usually 


keep pace with increasing income and wealth, at least at higher income levels. 
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Taxes imposed in Uanada, as in most developed couniries, fal] 
jargely into four categories. These categories are income taxes, consumption 
taxes, wealth taxes and property taxes. in addition, there are many other taxes, 
licenses and fees imposed by municipal, provincial and federal governments in 
C: nada and elsewhere which, while probably important in terms of total revenues 
raised, are not of general economic signiiicance if viewed individually. We 
would consider mining taxes, motor vehicle permits and municipal licenses as 
typical of this sundry category. 

|. Income taxes. This is perhaps the most common type of tax, at least in 
developed countries. Jt is by its structure a complicated tax in that 
it requires both the definition and the measurement of income. A tax 
on income attempts to measure the ability of an individual or other 
person to pay tax by reference to the income received by that person 
which is available either for saving or for consumption. Since it is 
generally accepted that as income increases, tax-paying capacity 
increases more than proportionately, rates of tax frequentiy increase 
aS income increases. where this occurs, the tax is said to be 
"progressive". 
<. Consumption taxes. Taxes on consumption are the second major category 

of tax. These include the federal sales and excise taxes, gasoline 

tax, liquor taxes, as weli as the provincial retail sales tax. Unlike 

the tax on income, consumption taxes attempt to measure the taxpayer's 

ability to support the government by what he spends on himself. 

However, in practice, all consumption taxes provide for at least some 

exemptions. Therefore the amount of tax paid by each taxpayer on 

what he consumes is susceptible to some extent to personal choice. 

A general tax on consumption that does not provide any 

exemptions would absorb a greater portion of the resources of low income 

groups than high income groups since those with low incomes generally spena 

on consumption a larger portion of their income than those with higher 


incomes. A general consumption tax would thus be said to be imogmesesarel, 


5. Wealth taxes. Taxes on wealth measure the ability of the taxpayer to 
support the government by reference to the assets which he has accumulated. 
Hstate tax and succession duties are the principal wealth tax in Canada. 
Some countries, however, have adopted annual taxes on wealth. 

4. Property taxes. Property taxes form the basis for most municipal taxation 
in Canada. Such taxes attempt to measure the ability of persons to pay 
tax by reference to ownership of property. As such they may be regarded 
as a form of wealth tax, although ownership of real property cannot be 
considered to be an accurate measure of wealth, since it does not give 
consideration to the owner's equity in the property, nor to his other 


assets. 


As noted above, some of the types of taxes are not related to the 


ability of the taxpayer to pay nor are they directly related to the benefits 


1 Since retail sales taxes generally exempt such items as food, fuel and 
housing, these taxes are in fact somewhat progressive. See Irving J. Goffman, 
The Burden of Canadian Taxation (Canadian Tax Foundation, 1962) page 22. 
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received. However, the first three types of tax (income taxes, consumption 
taxes and wealth taxes) if taken together, fulfill the requirements of an 
equitable tax system. Any system that ignores any one of these three types of 
tax may involve some degree of inequity. For example, a tax system that taxes 
both income and consumption but ignores taxes on wealth places an undue burden 
on those persons who through necessity or choice spend their whole income on 
consumables. It grants an unfair advantage to the thrifty person who manages 
to save a substantial part of his income since the savings do not bear any 
tax. Similarly, a system that taxes income and wealth and does not tax 
consumption is an unfair advantage to those spendthrifts who consume all that 
they receive in such a way that they never accumulate any wealth. It can be 
seen that a tax on consumption should be an integral part of any taxation system 
in order that equity may be achieved. 

Having established that an equitable tax structure should include 
these three basic tax forms, consideration must then be given to the rate 
structure of each tax, since equity is logically dependent upon the relative 
impact of each tax form. One cannot intelligently comment upon the equity or 
lack of equity inherent in one particular tax without first considering the 
impact of all of the other taxes imposed upon the community. 

It is, however, beyond the scope of this study to attempt to 
determine what the rate structure should be for each tax in order to raise a 
given amount of revenue. 

In the preceding paragraphs we have concluded that consumption 
taxes form an important part of any taxation system. Consumption taxes can 
take a number of forms from special taxes on specific commodities to general 
taxes on all commodities and such taxes may be levied in a variety of ways and 
at a number of different points in the distribution system. Hach such variation 
in the type of commodity tax has its own particular advantages and disadvantages. 
In order to judge these various forms of tax it is necessary to set out some 
general principles of taxation against which any tax can be measured. 

The first recognized principles of taxation were set out by 
Adam Smith in his "Wealth of Nations" written in 1776. These principles, which 
are still accepted today, include equality of burden in accordance with ability 
to pay, certainty of application, convenience in the time and manner of payment 
and simplicity and economy of administration and collection. Modern 
economists have added additional principles, including elasticity, neutrality, 
social acceptability and reliability of yield. While all these principles 
Must be present in any good taxation system, it is not possible that each 
Single tax should qualify equally under each of the principles outlined above. 

since no single tax can meet all of the principles, it is clear 
that any system of taxation which is judged by measuring each individual type 
of tax against the present standards will appear on such an examination to be 
at best a mediocre system. However, the system taken as a whole may very well 
meet every one of the principles set out above and therefore while each 
individual tax may be considered to have serious shortcomings, the taxation 
system as a whole may in fact be acceptable or even admirable. 

Even if each individual tax cannot be judged against all of the 
principles set out by economists, it may nevertheless be tested by the following 


precepts in order to determine whether or not it can qualify as a good tax. 
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1. Certainty. Very little needs to be said about this principle other than 
that without certainty the position of both the tax gatherer and taxpayer 
is impossible. Wherever the rate of tax or the subject matter of the tax 
is capable of arbitrary determination by the taxation authorities, 
certainty is sacrificed. The tax should therefore be based upon well- 
defined rules set out in the appropriate taxing statutes and discretionary 
powers exercisable by the tax gatherer should be avoided. Insofar as is 
possible, legislators should resist the temptation to be continually making 
changes in the tax structure unless there is some real need for change. 

2. Simplicity. The legislation imposing the tax should be easy to understand 
and be written insofar as possible in non-technical language. It may 
be argued that it is not possible to devise simple legislation to deal 
with extraordinarily complex transactions which are an ordinary part of 
moder business. While this is true, it should nevertheless be possible 
to devise legislation that would achieve the desired results or at least 
to prepare detailed regulations and explanations of the law so that even 
persons of relatively humble education may be able to comply with the law 
without the expense of obtaining expert guidance in order to clarify 
their position. It should also be noted that the more complex the law 
the more chances there are that taxpayers will be unable to determine 
whether or not they are complying with it. Accordingly, the problems 
of administering the law become much greater and serious financial 
problems might result for those who in ignorance have failed to collect 
or pay the proper amount of tax. 

5. Htfectiveness. There should be no room for taxpayers to circumvent the tax 
law and thus obtain an unintended advantage over competitors or fellow 
taxpayers. Where "loopholes" develop in the law, disrespect for the 
law grows and the task of the tax gatherer is made much more difficult. 

In addition, the existence of loopholes encourages taxpayers to turn their 
attention to defeating the tax and a great deal of socially unproductive 
labour may be expended in this direction. This has the double fault of 
removing intelligent minds from productive paths and also tends to reduce 
the flow of revenue to the government. 

4, Neutrality. Taxation should be as neutral as possible. That is to say, 
business or personal decisions should not be dependent upon tax considerations. 
The tax imposed on a given business transaction should be the same 
regardless of the method followed in completing the transaction. 
Similarly, there should be no tax distinction between directly competing 
products or between similar products sold by competing manufacturers 
simply because one organizes his business affairs in a different way 
from another. 

Few tax systems, however, can be entirely neutral. Certain social 
objectives are frequently sought through the medium of the taxation 
system. For example, it is generally considered acceptable that heavy 
taxes should be levied upon alcoholic beverages while essential foods 
should be exempt. It is not, however, the purpose of this study to 
consider the merits of using a tax system as a tool for the accomplishment 


of purely social objectives. 
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5, Economy of collection. It is essential that any tax should be capable of 
being collected without a great deal of administrative effort and incon- 
venience. In considering economy of collection attention must be directed 
not only to the cost incurred by the tax gatherer in administering the 
tax, but also those costs incurred by the taxpayer. In many cases it is 
possible to frame tax legislation in such a way that the administration 
of the tax by government officials is kept to an absolute minimum. This 
is frequently done however, at the expense of the taxpayers who may be 
obliged under the statute to incur substantial bookkeeping and other 
administrative functions in order that the government administration 
may be kept to a minimum. For example, in order that administration 
of the income tax may be kept as simple as possible, many persons are 
required to make a substantial number of reports to the government 
relating to such items as wages, rents, interest, dividends, and other 
amounts paid to other taxpayers. Furthermore, business enterprises are 
responsible for collecting significant amounts of tax and remitting it 
to the tax authorities on behalf of other persons. In many cases the 
responsibility placed on businessmen in connection with taxes can be 
handled as a matter of routine and while they add to the administrative 
burden, the costs of compliance may not be as severe as it would appear 
at first glance. In other cases, however, the costs of compliance may 
be very great indeed. For example, in the case of a sales tax, if the 
exemptions from tax are complicated or difficult to understand, the costs 
to the taxpayer of collecting and reporting the tax may be very high. 
Furthermore, the costs of assessing the tax may also be high. 

It will be noted that the principles outlined above are to a 
considerable extent interrelated. For example, the simpler the structure of the 
tax the more likely it is to be certain and also to be effective. Furthermore, 

a simple tax is more likely to be easy to administer than a more complex tax. 
Similarly, a tax that is levied on a reasonably broad base (that So €l Web Wael 
has a very wide impact and permits few if any exemptions) may be collected 
economically and is more likely to be neutral in its effect on competing 
products, 

In this study we will be concerned primarily with measuring the 
Ontario retail sales tax against the principles set out above. Before discussing 
in detail the present Ontario tax and testing it against these principles, it 
is proposed to review the basic form of the present tax and to compare alternative 


forms to see whether one of the latter may not be preferable in the circumstances. 
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COMPARISON OF VARIOUS CONSUMPTION TAXES 


In the terms of reference under which this study is being conduct- 
ed, item (c) includes "the consideration and description of alternative consumption 
taxes, such as turnover and added-value taxes". There are, of course, a very 
wide variety of consumption taxes which fall into a number of categories. This 
study is concerned only with the general consumption tax and no consideration 
has been given to specific taxes such as gasoline tax and other taxes of this 
nature. 

Within the area of general sales taxes there are a number of 
different types of taxes which may be levied at various points in the distribution 
system. There are three basic types of tax: the single stage tax, the turnover 
tax. and the added-value tax. Each of these taxes may be levied at a number of 
points in the distribution system, including the manufacturing stage, the whole- 
saling stage, and the retailing stage. 

The Ontario retail sales tax is not in reality a retail tax 
(i.e. one based upon the gross receipts of a retailer) but is rather a tax on the 
consumer or user of goods levied in respect of his consumption or use. Although 
the tax is generally levied at the time of a retail sale, it is not the retail 
sale of an article which is taxed but rather its consumption or use. For most 
practical purposes, however, the Ontario tax may be regarded as a retail sales 
tax, that is, a single stage tax levied at the retail stage although, in a few 
Minor bub important aspects, this is an over-simplification of the effect of a 
tax on the consumer as opposed to a tax on the retail geile” 

Before embarking on a discussion of the various types of tax it 
may be useful to discuss briefly the problems and advantages of levying the tax 
at the various points in the distribution system. As noted above. tax may be 
levied at the manufacturing, wholesaling, or retailing stages. At the present 
time, we understand that only a tax at the retail stage is open to the provinces 
because of the restrictions on the taxing powers of the provinces contained in 
Section 92 o© the British North America Act. A discussion of taxes at other 
Stages, therefore, may be somewhat academic but since it is possible that the 
British North America Act could be amended to grant the provinces power of 
i”direct taxation, the question of the point at which tax should be levied 
cannot be ignored. 

In describing the advantages and disadvantages of imposing tax 
at various points in the distribution system, the question of the tax rate has 
not been considered. It has been assumed that the rate of tax is determined 
by reference to the size of the tax base and to the government's decision as 


to the amount of revenue to be raised from a consumption tax. 


Manufacturers' sales tax 

A sales tax levied at the manufacturing stage has one major 
advantage over taxes levied at other stages. The number of taxpayers is reduced 
to an absolute minimum and these taxpayers. generally speaking, maintain adequate 
records. Problems of administration are therefore minimized, at least insofar 


as the actual collection of the tax is concerned. 


1. See also page 9 
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There are, however, a number of problems that arise in the tax 
at the manufacturer's level. Business operations are very complex and it is 
difficult in many cases to determine whether a particular operation is a process 
of manufacture or not, e.g. manufacturing vs. construction. Problems also arise 
in the area of packaging and assembling in determining whether tax should apply 
after the packaging or assembly or before. 

It is also necessary to determine the value on which tax is to be 
levied. Manufacturers sell their products in a variety of different ways, some 
manufacturers selling to wholesalers, others to dealers and still others selling 
their product directly to the public. In order to avoid the application of tax 
to selling costs where the manufacturer does not sell his goods directly to 
wholesalers, special formulae must be worked out. Inevitably, the calculation 
of taxable value by reference to formulae leads to grave complications in the 
administration of the tax. Furthermore, in spite of the best efforts of the 
taxation authorities, a tax at the manufacturing stage is certain to have a 
distorting effect upon the competitive position of similar goods, because of 
differences in the methods used in distributing these products.? 

Certain special problems arise in the case of a manufacturer's 
sales tax levied by a provincial government. Because there are no tariff barriers 
between provinces, complicated collection procedures would be required in order 
to collect tax on merchandise manufactured outside of the province and imported 
for sale in the province. Similarly. procedures would be required to refund taxes 
paid on merchandise manufactured or assembled in the province but sold in other 
provinces. Refunds would be particularly difficult to determine when the goods 
were exported by wholesalers or retailers, who would not normally be aware of 
the amount of tax paid by the manufacturer. 

The administrative problems associated with interprovincial trade 
alone are serious enough to make a manufacturer's sales tax impractical at the 
provincial level. The more general difficulties associated with such a tax 
(valuation problems and the distorting effects upon competing products) serve 


to confirm this conclusion. 


Wholesalers' sales tax 
As compared with the manufacturers' tax under which only manufac- 


turers need be concerned with the tax, a wholesalers' tax involves both 


1. In this discussion, no consideration was given to the criticism frequently 
levelled against sales taxes imposed at an earlier point in the distribution 
system to the effect that subsequent distributors will take a mark-up on the 
sales tax content in the cost of the merchandise (the so-called "pyramiding" 
effect). There is some justification for this criticism since the costs of 
financing, insurance, etc. will be higher because of the sales tax content of 
inventories. Aside from the additional inventory costs, however, there should 
be no difference in the price paid by the consumer under a manufacturer's sales 
tax system and a retail sales tax system. Any other conclusions can only be 
based on the premise that Canadian wholesalers and retailers are making an 
excessive profit at the present time by virtue of their mark-up on the federal 
manufacturers' sales tax. In a competitive market this situation cannot exist. 
It has been argued that competitive forces may take time to become fully 
Operative, and hence some short term pyramiding of the tax might result from 
price changes. However, the amount of this pyramiding of tax cannot be 
significant since it would represent at the most only a percentage (i.e. the tax 
rate) applied to the percentage of the price increase. At the same time, the 
whole increase in the price works to increase competition and to reduce 
mark-ups. In any event, the "pyramiding" argument is highly theoretical since 
it overlooks the price policies followed in practice by retailers on the bulk 
of their sales to consumers. Very few goods are sold by retailers at prices 
which are determined by applying a fixed mark-up to their purchase pace”. 
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manufacturers and wholesalers in the tax machinery. Since almost all manufacturers 
make some sales to dealers or consumers, it would be necessary for all manufacturers 
to be licensed and to be involved in the charging and collection of tax. Thus the 
principal advantage of the manufacturers' tax in having a small number of taxpayers 
is diluted. If the point at which tax is levied is moved to the wholesale stage, 
the distorting effects found in the manufacturers' tax are alleviated to some extent. 
Distortions arise because of the variety of channels of distribution and the 
deferring impact of the tax on each channel. Under a wholesalers' tax the number 
of different channels is reduced with a resulting decrease in distortion. Further- 
more, the tax base is broadened and the rate of tax is therefore lower, which would 
further tend to decrease distortions. Jin the case of imported goods, the chances 
of distortion are substantially reduced since few consumer goods are imported by 
users and in these cases distortions would not have any overall significance. 
llowever, it would be wrong to conclude that distortions would be eliminated in a 
wholesalers' tax - particularly in the case of domestically-produced goods. 

The problems concerning interprovincial transactions noted above 
in the case of a manufacturers' sales tax would be reduced somewhat in a wholesalers' 
tax. Nevertheless wholesalers are by no means restricted to dealing within their 
own province and the same problems of collection of tax on goods imported into the 
province and refunds of tax on goods exported from the province would continue to 
SXOUSW c 

The administrative problems associated with interprovincial trade 
would continue to be so great under a wholesalers' tax as to make it equally 
impractical at the provincial level. In addition the wholesalers' tax does not 
appear to have any significant advantage over the manufacturers' tax either with 


respect to ease of administration or the avoidance of distortion problems. 


Retail sales tax 

In the case of a sales tax at the retail level the most serious 
disadvantage is the number of taxpayers who must be concerned with the tax. 
Virtually all business enterprises (other than those dealing purely in services) 
would be required to have licences. The records of some retailers are rudimentary 
and therefore auditing is made more difficult. While much is made of this latter 
argument by opponents of the retail tax system, it must be remembered that the 
great bulk of all retail sales are made by substantial businesses whose records 
are likely to be at least as good as those of many manufacturers and wholesalers. 
The problem of poor records on the part of retailers then may be somewhat over- 
stated by opponents of the retail Sys ben 

The chief advantage of a retail tax is that the distorting effects 
found in taxes levied at earlier points in the distribution system are almost totally 
absent in a retail tax. The tax is levied on the price that the consumer pays for 
the goods. Since the tax is levied on the price paid by the consumer the tax 


content of the purchase price will not be affected by varying channels of 


1, We have summarized in Appendix C, 1961 census figures prepared by the Dominion 
Bureau of Statistics showing the volume of retail sales in Ontario by 
classification and volume of business per retail establishment. These 
figures show that 89% of retail sales (excluding food) were made by individual 
establishments whose annual sales volume is in excess of $50,000. 74% of 
retail sales were made by individual establishments whose annual volume is 
in excess of $100,000. We believe that establishments with annual sales in 
excess of $50.000 per year may be expected to maintain reasonable records and 
establishments with annual sales in excess of $100,000 may be expected to 
maintain good records. 
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distribution. The amount of the tax on imported goods will be the same as on 
domestically produced goods. The tax on competing goods will be different only 
because of price differences. 

The problem of interprovincial transactions still exists with 
a retail sales tax, but the severity of the problem is reduced. So far as the 
tax affects individual consumers, the problem is significant only in border areas 
since most purchases by individual consumers are made locally. There remains, 
however, a serious problem because sales by vendors outside the province, of 
goods delivered in the province, escape tax and therefore some revenue loss can 
be expected. Problems also arise in cases where goods are used in one province 
and then moved to another province. In these situations, tax may be levied by 
both provinces. This problem is discussed in greater detail in the section 
"Co-operation with other governments". 

Because the manufacturer's tax and the wholesaler's tax both involve 
substantial administrative problems aside from the problem of collection and 
because both have a distorting effect on the competitive position of similar pro- 
ducts, taxation at these levels is less desirable than tax at the retail level. 
It is true that the administrative problem of dealing with the large number of 
retailers would appear to be greater than the problem of dealing only with 
manufacturers or manufacturers and wholesalers. On the other hand, the direct 
costs of collecting the provincial taxes now in effect in Canada, which represent 
some measure of the problems involved in administering a retail tax, are generally 
considered to be seaomelsle.,- On balance therefore, a tax at the retail level 
is preferable to a tax at either’ the manufacturers or wholesalers level. . Inthe 
case of a provincial sales tax the problems of inter-provincial trade make it 


almost essential to have the tax at the retail stage. 


Types of retail sales taxes 


In our discussions up to the present we have treated retail sales 
taxes as being of one type only. Im fact there are a variety of taxes which may 
be imposed at the retail level. 

In the Canadian provinces and in some of the states of the United 
States. the tax is imposed upon the consumer or user of taxable property. For 
administrative reasons, retailers are, in effect, only collecting agents for the 
tax. In other states of the United States, the tax is imposed upon the retailer, 
based upon his gross receipts from the sale of taxable property. (Some of these 
states, however, require that the tax be passed on to the purchaser as a separate 
item and hence are somewhere between a true gross receipts tax and a consumer tax.) 
These two forms of tax may be referred to as "consumer taxes" and "gross receipts 
taxes" respectively. 

In Canada the user or consumer taxes have been adopted because 
of the constitutional requirements that provincial governments may levy only 
direct taxes. Since it is clear that a sales tax levied at the retail stage 
is intended to be shifted to the consumer and borne by him, the tax would only 
qualify as a direct tax if it is levied directly upon the user or consumer of 
taxable goods. If a gross receipts tax is levied on retailers and is passed on to 
the consumers, it would be regarded as an indirect tax and hence ultra vires of 


a province. 


1- John F. Due, Provincial Sales Taxes (Canadian Tax Foundation, 1964) page 150 
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The differences between the two taxes so far as government 
administration is concerned are relatively minor. Essentially the same problems 
exist in administration and enforcement under either type of tax since in both 
cases the government will look to the retailer for the payment of the tax. 

In the case of the user or consumer tax, the vendor is required to act as agent 
for the Crown in the collection of tax and failure to collect the tax renders 
him liable for it. In the case of the gross receipts tax, the tax is levied on 
the retailer in respect of his sales. In either case it is the retailer who 
remits the funds to the Crown and in either case the tax is expected to be 
fully shifted to the consumer or user. 

There are, however, a number of minor differences between the two 
types of tax which should be noted. Under the consumer type of tax only sales 
of sufficient size to attract at least a half a cent of tax would normally be 
subject to tax, for example, with a 1% rate, sales below the level of 50¢ 
would not normally be taxable since the amount of tax would be less than 
one-half of one cent. In the case of the Ontario tax where the rate is 3%, 
the smallest sale which would be subject to tax under this system would be 17¢ 
on which the tax would be .51¢. (In Ontario this is varied by statute to a 
minimum taxable sale of 2l¢.) Under the gross receipts tax there would be 
no sale so small that it would not be taken into consideration in computing the 
liability of the vendor. Because of this most gross receipts taxes provide for 
a bracket system for the collection of tax by retailers. Under this system 
the tax collected on smaller sales is greater than the amount determined by 
multiplying the amount of the sale by the tax rate and rounding to the nearest 
sem. The effect of this, if the bracket system is properly designed and 
takes into consideration the main price points used by retailers, is that the 
retailer will collect approximately the same amount of tax from his customers 
as he is required to pay. The amount he is required to pay, however, will 
not depend on his collections but will be determined by applying the tax rate 
to his gross taxable sales (i.e. sales of non-exempt goods). It follows, of 
course, that government revenues from a gross receipts tax will be higher because 
of the inclusion of all taxable sales in the tax base rather than just those 
in excess of a specified minimum amount. 

From the point of view of the retailer there are certain advantages 
to the gross receipts tax as opposed to the consumer tax. The greatest single 
advantage lies in not being required to keep detailed and accurate records of 
the amounts of tax collected from customers. This advantage exists only so 
long as the bracket system is properly set up. Errors in the bracket system 
could lead either to the retailer paying more tax than he recovers from his 
customers or to the retailer making a profit on the tax. 

Where a user or consumer tax is in effect the retailer will be 
required to keep accurate records of the tax collected. In the initial 


circumstance this can be an expensive problem for the retailer who may be 


1, In his book "State Sales Tax Administration", John F. Due has set out a 
table comparing the bracket systems used in a number of states. Ina 
substantial number of cases the brackets at the lower levels of tax for 
sales of small amounts are set quite differently from the brackets that 
would be set under the major fraction rule used by Ontario. In many cases 
amounts below the minimum amount for a l¢ tax are specified in the bracket 
table and the 2¢ tax comes into effect at an amount below the minimum 
amount under the major fraction rule. 

See John F. Due, State Sales Tax Administration (Public Administration 
Service, 1963) pages 143-144. 
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required to purchase new cash registers or at least change over his existing 
registers to make provision for recording the tax. Summaries of tax collections 
must be maintained in the accounts and balance with the cash. However, once such 
a system has been instituted, it is doubtful if there is any significant 
advantage to retailers through changing the form of the tax to a gross receipts 
tax since many of the substantial costs involved in accounting for tax relate 

to the mechanical equipment necessary. In those larger establishments where the 
accounting costs may be significant, it would probably be more efficient both from 
the point of view of the retailer and the government to establish a formula basis 
for the payment of tax which would be checked from time to time by reference to 
actual tax collections. Thus in practice the advantages of the gross receipts 
tax could be attained for the large retailer who did keep adequate records. 

There is one further minor advantage that might be claimed for the 
gross receipts tax. Under the consumer or user taxes now in effect in Canada 
the governments invariably remunerate the vendor for his work in acting as a 
collection agent. Under a gross receipts form of tax there would be no basis 
for the payment of vendor remuneration and this troublesome and expensive part 
of retail sales tax collection could be abolished. We deal more fully with the 
question of vendor remuneration later in this report. 

Because of the constitutional requirements mentioned earlier, 
all retail level sales taxes in Canada are levied only upon consumers. There 
is a distinction however which may be made between consumer type taxes levied 
only on retail sales of taxable property (a true retail sales tax), and consumer 
taxes levied in respect of the consumption of taxable property (a consumption tax). 
The present Ontario tax falls into this latter category. 

If tax is levied upon the consumption or use of goods on the 
basis of the price paid for them tax may apply many times to the same article. 
This duplication of tax is almost certain to occur in the case of automobiles, 
works of art, furniture, appliances, stamp and coin collections, etc. While 
these are the obvious examples, there are any number of goods which may be used 
by more than one person and therefore may be taxed more than once. 

A true retail sales tax applies only to retail sales (and 
importation) of taxable goods. Used goods purchased by one individual from 
another in a casual sale would not attract tax. However, the vendor in a casual 
sale will attempt to pass on a portion of the tax which he paid when the goods 
were first purchased. In most cases, the value of a used article will be 
related in terms of its condition, age, etc. to the tax-paid value of a similar 
new article. In this way the tax is shifted from purchaser to purchaser and 
each bears an amount of tax correlated to the value of his use of the arpaelle. 
Thus, a retail sales tax which does not tax casual sales provides a better 


measure for taxing the consumption of durable goods. 


Turnover taxes and added value taxes 
As noted earlier there are three basic types of tax on consumption. 
These are the single stage tax, the turnover tax and the added-value tax. 


The single stage tax is applied at a particular point in the system of production 


1. See also page 54 
2. vee also page 32 
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and distribution of goods and is intended to apply to any particular product 
only once. In the case of a manufacturer's tax the tax applies only to fully 
manufactured articles and would not apply to partly manufactured goods or raw 
materials. Once the article has been completely manufactured and tax applied 

it would then enter the distribution scheme and no further taxes would be payable. 
In the case of a retail tax or consumer tax, tax would not be payable until the 
time the goods were sold to a purchaser for use or consumption. It is therefore 
necessary for each sale to determine whether the goods are being sold for 
consumption or use or whether they are to be resold or incorporated into some 
other product. This gives rise to some administrative difficulties for both 

the tax authorities and for vendors. 

The turnover tax is levied at each point in the production and 
distribution process at which the sale occurs. Thus there would be no exemption 
for raw materials, partly manufactured goods, etc. The rates of tax would be 
a good deal lower than under a single stage tax since the tax will be compounded. 
Administration and collection of this type of tax is very simple since it applies 
to all sales. However, such a tax is obviously inequitable since it penalizes 
taxpayers who do not concentrate production and distribution facilities within a 
Single unit. While it would be impossible for most manufacturers to fully integrate 
their distribution system, there would be a strong incentive towards integration 
Che pPRoOduci TOM andwdisiterpurLOn hactilittes particularily if the rate of tax were 
substantial. 

The added-value tax attempts to achieve the administrative efficiency 
of the turnover tax along with the more equitable taxation achieved by the single 
Stage tax. Tax is levied at the time of each sale in the production and distri- 
bution process on the increase in the value of the goods as they pass through 
the particular stage. In practical terms each taxpayer pays full tax on his 
sales but receives credit against this tax for taxes included in his purchases. 
The tax theretore applies only to the value added to the goods by the application 
of labour and capital. Because each manufacturer or vendor receives credit for 
the tax ellement im goods he purchases there is no compounding of the tax. If, 
however, it is decided to levy tax in respect of any of the elements of the 
cost of manufacture or distribution it is necessary to establish some method 
for making sure that credit is not claimed for the tax paid on these elements. 
If, for example, it is desired to exempt production machinery and apparatus 
this may be accomplished by permitting manufacturers to recover tax paid on 
their purchases of machinery and apparatus from the tax accruing on their sales. 
If it is decided that machinery and apparatus should not be exempt then manu- 
facturers will not be permitted to recover the tax paid on purchases of machinery 
and apparatus out of the accruing taxes on sales and some administrative 
difficulties will arise. It should be noted that the amount of revenue raised 
and the effect of the tax on the price paid by consumers is identical under 
an added-value tax carried to the retail level and a single stage retail sales 
tax provided the rates are the same. 

The disadvantages of turnover taxes are now widely neogemlaedle 


While there may be some administrative advantages to the elimination of 


1. The disadvantages of turnover taxes are discussed in some detail in 
the report of the Committee on Turnover Taxes appointed by the 


Chancellor of the Exchequer of the United Kingdom dated February 21, 1964. 
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exemptions through the use of a turnover tax, these advantages are minor in com- 

parison with the distorting effect that such a tax has upon the manufacturing 

and distribution processes and its uneven impact on competing goods and services. 
We do not consider the turnover tax to be appropriate for the Province of Ontario 
and consequently for the purposes of this study we have rejected it. 

The choice between the single stage tax and the added-value tax 
however is neither clear nor easy to make. The added-value tax has received 
a good deal of publicity in recent months due to the recommendation that it be 
adopted by all members of the O.E.E.C. Proponents of this system believe that 
it is far superior to any other type of consumer tax and there has been some 
suggestion that it should be adopted by Canada and by the Canadian provinces. 
Such suggestions have come from well informed and responsible persons who 
sincerely believe that the added-value tax has many substantial advantages over 
a single stage tax, and their views cannot be ignored. 

One of the major advantages which has been claimed for the added- 
Value tax is that it can be used as a partial substitute for taxation of business 
income. When used in this way the added value tax is said to be far superior to 
the income tax since it takes no account of business efficiency and whether or 
not a business is profitable. While this may be a fair statement, the advantages 
claimed for the added-value tax are present in any other form of sales tax and 
the added-value system cannot be said to have unique qualities in this area. 

The added-value system, however, does have certain marked advantages 
where it is necessary to allocate revenue to various jurisdictions in which the 
economic activity occurs. Consequently, in the common market the added-value tax 
would be particularly appropriate since it permits each jurisdiction to obtain tax 
revenues based upon the economic activities carried on within its borders without 
having any regard to the locality in which the ultimate sale takes place. While 
this particular feature of the added-value tax would have certain advantages in 
Europe the same advantages do not apply when consideration is being given to a 
provincial sales tax. If the provincial sales tax were to be allocated in some 
way amongst the municipalities based upon the economic activity taking place 
within the municipality an added-value tax would certainly be one method of making 
the allocation. However, it is questionable whether such an allocation would be 
acceptable to municipalities other than the major centres such as Toronto, 
Hamilton, Windsor, etc. Rural municipalities would almost certainly suffer 
under such an allocation system. 

The same argument may be made with respect to allocation of taxes 
as between provinces. In the case of the more heavily industrialized provinces 
there would be substantial advantages to an added-value system. However, for 
those provinces whose economy was of a more agrarian nature and those whose 
economies depended more heavily upon exports an allocation of tax revenues under 
an added-value system would be little short of disastrous. For these reasons 
the allocation features of the added-value tax do not seem to be important in the 
Canadian tax structure. 

The comparison of the added-value tax with the retail tax must 
therefore be made on the basis of administrative convenience only. A comparison 
of the two taxes on this basis is fairly simple. Earlier in this study we 


outlined a number of tests against which a tax could be measured. The two taxes 


-moo of conte ome 


ah 
gotmyos coe | 


4 hs “gr: 
Lot eeast ow | winite eidr Yo abe 


ca ‘ome jue 
xed ee ad bos soa 88 ate ‘eh nagip 
bev isos sad xat eur Jev-babbs ent ; - ,solom ae 
teult wots Habre: amooet off ie od oni! we 


* Fae : ie 
tied ms¢ ava ‘akdt *t0 etitonogaa’ wD. 
io ‘ 


8 
oe. . p=") an 
‘moe meed ead stent baa xe at ‘tome 100 o he 


a 2 
> ~ 5 eh a Ye r Y 
asonivotg seathsmed adt vd bar Abert 2 
| 
iy ‘ r - tt . PA gt os be a oa 6 c > : A 
* Ofw enoategq sidrancogasa be bemrot j 
oe ue : Bly an 
j wy: ¢ 


faivea ymem as sd xat wis 


| Oe eae, <y-¢0 > hiact-) ae -tieeo 
TSV¥0 eessrmevos lesz ties 


‘ 5 stom. od donngo 2 


bemials seed aes dotdw sopetnavbs ‘to 
‘ ; i 7 Wy | 
eesniavd to mnoissxst tol 5 stutivedve teitzad s a8 5s i 


ot Tdiveque xslt ed o¢ bisa Bt “st oulav bebba ‘ont 
<6 todvedw bas youetortis sea tend to ‘tayo 908 ‘On 29: 
aepsineybs oft ditemotats iat ps od yom ef tet oftdw m 
“bts xed aetise to oxo? vadto eta a jueeet tg ons is 
«8928 SINt mx aditilevp supimw 6 rect ot bisa od forms Nat, 
esueliovos nad ren onbetigo aved each ,tevewod aot eye sulev-bsb 
edt doinw ar akoitotbartug euotasy ot suneves ssaoolfe od 


xsd @ulsv-babis oft teivesm common add at yltn rexspe ano) 


x8o MiBldR oF Hoftotbeltug daes atiarmtee si sone stalsqosggs 
ata ts eT ne ee ee a eS oe ere aie ag ee ‘ sree ~ 
JUORGIW Brshtod eff ordtiw 1 Bbespases eeitivis Oe olmonoos Sas 
el yee 7 - 


effidw .soslg gaast oles otemitio eat Motdw amt stleool aiid 0 
Xi agekinagvhs, misives sven bisow xat su av-bobbs ‘ody to owt 
is 9¢ Ot esew med a5lse fas ont co ‘yas 7 
scnlg Balmer YrvETos Emon (998, oat ogee fous id eal mae 
| ial 
antitem to bortem sho ed +f; 


r Bs othe rahe A 


ov blgow soitsoolia ms otre secboby "sconces :s ty 


Po 

' We ‘3 

AteoteT we Hotes asttrgo at ARG 3 
astine vittetede tacul wi , 
istive ylithettes teomts f bluow weit chegio ; 


esxet ‘to cobihaoe ite ot foogasx i-ew sham pad e 4 e 
) 2 


at ott a ee9, 


agonivoxg £ beabieks <tessbae Berg 08 
} a 


TOT, seveyod 
xebaw aeune wee or ‘te aes 
 atogeey saodd aot savosteanis 
adit | at sagrrogmt Ls of mises oe 


eee 


are compared below against each of the tests. 

PECSGLaEMiivne mn nee is moneeal datterence between the two taxes as) regards 
certainty. Certainty depends entirely upon the way in which the law 
is written and is not a factor in determining whether one system is 
superior to the other. 

2. Simplicity. From the point of view of simplicity the two taxes are almost 
identical. As in the case of certainty, simplicity will in most cases 
depend upon the way in which the law is written. However, within the 
narrow confines of the system itself, the single stage tax will have a 
slight edge in the area of simplicity since under the added-value system, 
it is necessary for each business to keep a record of its costs and the 
Toe taSmpaLatmonder TO) Obtain a deduction for them. This of course 
is partially offset by the difficulty of determining under a single 
stage tax whether any particular transaction is a retail sale or not 
and whether tax should apply. 

3. Effectiveness. In the area of effectiveness the added-value tax has 
certain advantages. In the first place tax is collected stage by stage 
rather than all at once. Thus, if any vendor (and in particular, any 
retailer) fails to collect the tax, the impact on the revenue is not 
as Significant. While tax will not have been collected on the retailer's 
DLO Lowell au least have been collected on the retailer's purchase 
price. Accordingly, the inducement to avoid the tax may be somewhat 
less under an added-value system. 

While the added-value system has certain definite advantages under this 
heading, it should also be noted that these advantages are marginal. 
The great bulk of all retail sales are made by large and reputable 
organizations who have perfectly adequate records. Consequently, the 
problem of tax avoidance may not be so severe under a single stage 
tax as it would appear on the surface. 

4. Convenience. Much has been made of the fact that the retail sales tax 
places the entire responsibility for the collection of the whole of 
the tax solely on the retailer. This argument, however, overlooks the 
fact that the retailer must collect the same amount of tax under both 
systems. Since the retailer collects the whole of the tax at the time 
of the sale under either system the responsibility placed on the retailer 
is no more severe under the retail tax system than under the added-value 
system. It should be noted, however, that under the added-value system 
each business must pay tax on its purchases. Thus, the inventory cost 
of manufacturers, wholesalers, and retailers will be increased by the 
amount of the added-value tax which they have paid. In the area of 
convenience then, it would appear that the retail tax has some slight 
advantage. 

Oo. Neutrality. The question of neutrality is more a question of exemptions 
granted and the base on which the tax is levied rather than the method 
of collection of the tax. Therefore, there should be no difference 
between the two taxes in the area of neutrality. 

6. Economy of collection. On balance it would appear that the retail sales 
tax has a slight advantage in this area. Under the retail system business 


enterprises would be required to collect and remit tax only in respect 
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or retail sales. On all other sales it is merely necessary for the 
vendor to obtain a certificate of exemption from the purchaser in order 
to sell the goods free of tax. 

Under the added-value system, however, each business would be required to 
keep records of all of its purchases and all of its sales. Tax paid on 
purchases would have to be deducted from tax collected on sales in order 
to determine the amount to be remitted to the government. Inevitably 
under the added-value system, the records which must be kept by all 
businesses would be more complex and more subject to error. Accordingly, 
it appears that from the point of view of business a retail tax would be 
less expensive than an added-value tax to administer. 

From the point of view of the tax authorities, the two taxes would appear 
to be about equal. Under either system all businesses would have to 
obtain licenses and books would have to be subjected to periodic audit. 
The added-value system might be slightly more difficult to audit since 
it would be necessary to examine both purchases and sales to make sure 
that the tax has been complied with and to be sure that no improper 
deductions for taxes paid on purchases were made. It is anticipated, 
however, that the difficulties of audit from the tax authorities' 
standpoint would be very little different under either of the systems. 

Advocates of the added-value system have pointed out that 
exemptions for producers! goods are much more simple under the added-value systen. 
Under the added-value tax each taxpayer simply offsets any tax he has paid 
on purchases against the tax he collects on his sales. Under this method 
it is possible to grant complete exemption on all producers' goods. If some 
degree of compounding of tax is thought to be desirable (e.g. through taxation 
of office equipment, etc.) the tax on articles to be so taxed is not offset 
against tax collected. It should be pointed out however that identical results 
may be obtained under the single stage retail tax either by defining retail sale 
in such a way that business purchases are not considered to be a retail sale 
or by granting exemption for all producers' goods. Again any desired compounding 
of the tax may be achieved by refusing to grant exemption for some producers' 
and distributors' goods. 

In the comparison of the two taxes, the added-value tax seems 
to have advantages over the retail tax only in the area of effectiveness. 

In the other areas the retail tax is just as good and sometimes better than the 
added-value system. The question may therefore be logically asked, why does 
the O.E.E.C. prefer the added-value system? The answers to this are relatively 
simple. In the first place, the added-value system is already in effect in 
France. The other European countries have been using a turnover tax and are 
evidently aware of its shortcomings and deficiencies since they have agreed 

to adopt the added-value system. The added-value tax has other advantages 
which are very important. In the first place, it permits an allocation of 
revenue to various jurisdictions which is not possible under a single stage tax. 
It should also be noted that as used in France, the added-value system is not 
carried to the retail level, but rather stops at the point of sale from the 
wholesaler to the retailer. It is believed by many that compliance with the 
tax would be impossible if a single stage retail tax were introduced in view 


of the large number of small shops and the legendary resistance of the French 
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to the payment of taxes. (This latter factor is thought to be of less importance 

than the general point that the added-value system is already in existence in 

France and that the added-value system admirably meets the needs of the Ov Ms Cs.) 
The factors which give rise to the acceptance of this tax in 

Europe are not present in Canada. A switch to the added-value tax would require 

the re-education of all business in Canada. The only advantage to be gained out 

of such a change would be the marginal advantage that tax avoidance would be 

made more difficult. Since this factor is not yet of critical importance in 

Canada there seem to be no compelling reasons to make the change. At the same 

time, from the Canadian point of view, the retail tax is equally effective 

and has certain advantages over the added-value tax in that the administration 

of the tax is somewhat more simple and tax is not levied until the goods pass 

to the final consumer. For these reasons it would appear that in Canada, the 


retail sales tax is, generally speaking, a better tax than the added-value tax. 
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CO-OPERATION WITH OTHER GOVERNMENTS 


In the preceding section we have outlined the various types of 
consumption taxes and discussed the advantages and disadvantages of levying 
tax at various points in the distribution system. We have concluded that a 
single stage retail sales tax is the most appropriate type of consumption tax 
for provincial government purposes. 

One of the outstanding disadvantages of the manufacturer's sales 
tax now imposed by the federal government when viewed from the point of view of 
a province is the difficulty of collecting the appropriate amount of tax on 
interprovincial transactions and on imported goods. No such difficulty faces the 
federal government in imposing its manufacturer's sales tax since it is able to 
control the collection of tax on imported goods. While the problem of inter- 
provincial sales is a major problem, it is not the only difficulty inherent in 
a manufacturer's sales tax and we would not have recommended that the provinces 
levy tax at the manufacturers level even if there had been no problem in 
connection with interprovincial sales and imported goods. The other deficiencies 
of a manufacturer's sales tax are sufficient to weight heavily against any 
recommendation for its adoption. 

It is important to note that while the federal manufacturer's sales 
tax is well administered, most of the difficulties outlined earlier exist in the 
present federal tax. Many recommendations have already been made to the Federal 
Royal Commission on Taxation to the effect that the federal sales tax should be 
changed to a retail tax. If the Federal Royal Commission were to make such a 
recommendation to the government and the recommendation were accepted, serious 
problems could result through the levying of two separate retail sales taxes in 
eight out of the ten provinces of Canada. It is inconceivable that the federal 
government would impose a separate retail sales tax with different exemptions 
and administrative rules from those imposed by the provinces. It therefore 
seems clear that the federal government could only levy a retail sales tax if 
it were to co-operate with the provinces and a combined federal and provincial 
retail sales tax were imposed. 

While the terms of reference under which this study is being 
made contain no reference to the problems of a combined federal and provincial 
sales tax, the study would be incomplete if it did not consider the problems 
that would arise if the federal government imposed a retail sales tax. The 
problems are by no means insurmountable and in fact there would be substantial 
advantages flowing from co-operation of the federal and provincial authorities 
in the sales tax field One of the immediate results of the entry of the federal 
government into the retail sales tax field would be that it would be necessary for 
the federal and provincial governments to co-operate in the preparation of a 
uniform retail sales tax act. Some of the advantages that would flow from 
co-operation of the federal and provincial governments in a combined retail 
sales tax are outlined below. 

1. While a sales tax is not an expensive tax to administer (ignoring vendor 
remuneration) there are at present time nine sales tax systems in 
Canada. The existence of differing administrative practices and rules 
between the provinces and the completely different system of taxation 
at the federal level results in some administrative confusion for taxpayers. 


It also results in a duplication of government administrative personnel. 


A uniform sales tax administration throughout Canada should reduce 
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substantially both government and business costs. 

2, A uniform sales tax act with uniform administration across the country 
could reduce substantially the problems of tax avoidance where goods 
are purchased in one province for delivery in another in order to avoid. 
provincial sales taxes. Similarly, the provinces could be assured of 
collecting tax on goods imported into Canada. 

3. Under a uniform sales tax administration, it should be possible to avoid 
the present double taxation which results from transferring tangible 
personal property from one province to another. 

While in the past the federal government has assumed responsibility 
for the administration and collection of any taxes which are levied on a co- 
operative basis by both the federal and provincial governments, there is no 
reason why a uniform sales tax could not be administered by the piece 
governments if they so desired It would of course be necessary for the provinces 
to co-operate with one another in order to be sure that sales tax would be 
administered on a consistent basis across the country. At the present time 
however, there are two provinces which do not levy a retail sales tax and 
therefore have no body of administrative personnel available to collect a sales 
tax, Unless some arrangement were made with the governments of the Provinces of 
Alberta and Manitoba, it would be necessary for the federal authorities to 
maintain an administrative group to collect the federal tax in these provinces. 
Further, the Yukon and Northwest Territories must be considered, Unless special 
arrangements are made with the governments of the western provinces, the federal 
government will have to maintain an administrative force to collect tax in the 
Yukon and the Northwest Territories. 

If efficiency and uniformity of administration were the only 
factors to be considered in selecting the most appropriate level of government 
to administer a combined retail sales tax the federal government would have to 
be chosen. There may be other considerations however including the fact that 
the personnel experienced in retail sales tax administration are now servants 
of the provincial governments that might balance the scales in favour of 
provincial administration. Under provincial administration the co-operation of 
the federal government would be essential particularly in the area of collection 
of tax on imported goods. 

In discussing the possibility of a combined federal and provincial 
retail sales tax we noted that a number of advantages would flow from a uniform 
act and uniform administration. These advantages do not depend on combining 
the federal and provincial sales taxes. Most of the advantages could be obtained 
through co-operation of provincial governments alone. 

The provincial governments now levying a sales tax should in 
future co-operate with one another more fully than they have in the past. 

There are a number of problems which result from the differing 
provisions of the various provincial acts at the present time. One major 
disadvantage of the present provincial retail sales tax is that vendors find it 
difficult:to comply with the varying exemptions and administrative procedures 
of the different provinces. This is true to some extent for any business which 
Operates in more than one province. It is a serious problem for any mail order 
organization which attempts to collect tax for various provinces. It is also a 


serious problem for contractors who operate in more than one province. 
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Another major disadvantage is that the lack of provincial co- 
operation at the present time results in a substantial leakage of tax through 
residents of one province purchasing goods from a vendor in another province. 
Similarly, problems arise when goods which have been taxed in one province are 
transferred to another province and tax is levied a second time. These problems 
can all be eliminated if the provinces co-operate with one another in achieving 
a uniform sales tax act administered consistently in all provinces. 

Early in 1963, the Province of Quebec amended its sales tax act 
to require that all vendors, wherever located must become licensed and collect 
tax on behalf of the Quebec government if they solicit orders from and deliver 
moveable property to residents of Quebec. Since the provincial courts will not 
enforce the revenue laws of another province this provision cannot be enforced. 
In order to overcome this problem, the Province of Quebec has enacted special 
legislation under which the Quebec courts will enforce the revenue laws of any 
other province which enacts reciprocal legislation. While the constitutionality 
of this Quebec legislation has been cuestiened.— it represents an important 
first step in that it indicates a willingness of one province to negotiate with 
other provinces methods of overcoming one of the serious problems of provincial 
tax administration. 

While it is important to have provincial co-operation in the area 
of administration and collection of taxes, it is equally important that the 
provincial governments co-operate with one another in achieving just and equitable 
legislation administered on a uniform basis throughout all provinces. It is also 
important that changes of this nature be made slowly and with careful consideration 


being given to the possibility of future conflicts in taxing policies. 


1. While the question of constitutionality of the Quebec amendments is one 
which requires legal interpretation, it has been suggested that the 
requirement that retailers outside Quebec become licensed before shipping 
moveable property into the province represents an attempt to control 
economic activity outside Quebec and hence ultra vires of the province 
under the British North America Act. On the other hand, the Quebec 
legislation providing for reciprocal enforcement of the tax laws of 
other provinces, appears to be valid. (see paper presented by Stanley 
M. Beck to the 1963 Conference of the Canadian Tax Foundation - Report 1963 
Conference (Canadian Tax Foundation 1963) pages 307-317). 
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STRUCTURE OF 
THE RETAIL SALES TAX ACT, 1960-61 
OF THE PROVINCE OF ONTARIO 


In the previous sections of this study we have discussed con- 
sumption taxes from a theoretical point of view only. We now turn our attention 
to the Ontario Retail Sales Tax Act and Regulations to assess the strong and 
the weak points in the legislation and to make suggestions for its improvement. 
In the following paragraphs we set out a description of the operation of the 
tax as it now stands and in a subsequent section we set out our criticisms 
and recommendations. 

The present Ontario retail sales tax was brought into force on 
September 1, 1961 by "An Act to impose a tax on retail sales" included in the 
Statutes of Ontario, 1960-61. The Act is cited as The Retail Sales Tax Act, 
1960-61. Despite the inferences which might be drawn from this name it is not 
a tax on retail sales but rather a tax on persons who acquire tangible personal 
property for consumption or use in Ontario. While the tax is normally levied 
at the time of a retail sale this is not the only type of transaction which 
gives rise to tax liability. The acquisition of taxable property by gift or 
by other means may result in tax liapility for the person acquiring the 
propentnrs” Property acquired outside the Province and imported into the 


Province is also subject to the tax. 


Charging section 
Tax is imposed by section 2(1) of the Act which reads as follows: 
"very purchaser of tangible personal property shall pay to Her Majesty in 
right of Ontario a tax in respect of the consumption or use thereof 


computed at the rate of 3 per cent of the fair value thereof," 


Tangible personal property 


By definition, tangible personal property includes all personal 
property that 1s perceptible to the senses and specifically includes electricity, 
natural or manufactured gas and telephone services. Exemption from the tax is 
provided for many types of personal property and in addition certain persons 
are exempted from payment of the tax on property which they acquire for their 
own consumption or use. By regulation the Lieutenant-Governor-in-Council has 
ruled that tangible personal property does not include gold in its primary forms. 

since the tax is imposed only on the purchaser of tangible personal 
property no tax is levied on the following: 

1. Services rendered separately and not forming a part of the 
purchase price of tangible personal property. 
&. stocks and oonds and other intangible personal property. 


5. Real property, including homes and other real estate. 


Tax on purchaser 


The tax is imposed on every purchaser of tangible personal 
property. <A purchaser is defined to include any person who on his own behalf 
or acting as agent for a principal acquires tangible personal property anywhere 
for consumption or use in Ontario either by himself or by others at his expense. 
Thus, the tax is levied regardless of where the purchase is made so long as 


the consumption or use is to take place within the Province of Ontario. 


1. See also page 44 
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The purchaser must acquire the goods for consumption or use 
in the Province either directly or at his expense for the tax to be exigible. 
Thus, a purchase of tangible personal property for resale is not subject to 
the tax. Similarly, a purchase of goods for consumption outside the province 
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Fair value 
The tax is computed on the fair value of tangible personal 

property purchased and, in most cases, fair value will be the price paid by 
the purchaser for the property. The Act for certainty provides that the fair 
value must include the value of all consideration accepted for the property 
including the value of services rendered and other things exchanged. The 
cost of or charges for customs, excise and transportation must also be included 
together with the cost of installation unless a separate charge is made for 
installation. 

Finance, carrying charges and interest: 

The fair value of tangible personal property does not include 
financing charges in cases where such a charge is made in addition to the 
usual or established cash sale price and provided the amount of such 
charges is separately indicated on the sales invoice. 

Delivery charges: 

Transportation charges may be excluded from the fair value if 
the tangible personal property is sold "f.o.b. supply point" and the 
transportation Cost is either paid by the purchaser or if prepaid by the 
Supplier is indicated as a separate amount on the sales invoice. 

Installation and service charges: 

If the sale price of property includes an amount to cover 
installation, service, etc. the full amount of the sale price will be 
Subject to tax. If, on the other hand, charges for installation, service, 
etc., are indicated separately on the sales invoice and not included in 
the contract price, such charges are not subject to tax. 

Trade and cash discounts: 

Trade discounts deducted on the sales invoice may be excluded 
from the determination of fair value as may cash discounts taken at the 
time of payment in accordance with the arrangements set out at the date of 
sale. Quantity discounts or volume discounts allowed subsequent to the 
time of sale and premium stamps or coupons may not be deducted in the 
determination of fair value. 

Production for own use: 

Where a person produces goods for his own use and not for sale 
the tax applies to the cost of the goods. The costs of materials, 
labour, manufacturing overhead and federal sales and excise taxes would 
be included in cost for purposes of determining the amount to which 
the tax applies. 

The term fair value is further modified by section 2(4) of the 

Act which permits the Comptroiler to determine the fair value of property for 


C 


purposes of tax computation where he deems it necessary or advisable. 


1. See also page 43 
2. vee also page 53 


gay TO oO kte 
eldigixe ed ot, 
o¢ Po te 


ebulomt ton asob witegore Isnoavaq: oldbgrnt 
sit o¢ Moltibbe at sbsm at cai gE Bl é fi ‘ i 


eee ee gebuloni wireqoxg 40 -au. ui 
od [itw soisq olse eft to snyoms SLs ede Lots. 
soivres See area = | asin, Rice ee O° 


aud of tHeupeedue bewol Ls atladeae ts smu loy 
eit ak betoubeb od ton yom 2. 


efsea tol tom bra seg we ata ave x0 
-alsitetean to alae ott >. Fat 

“bluow axed eetoxé ba eslue teasbot se bussrewo 3 cH 

dobdw ov: eumed edt 2 Lote 


fd a -~ iF 


Trade-ins, barters and exchanges 


Under the Act the fair value of property includes all goods 
exchanged for the property at the time of sale. The Act varies these provisions 
somewhat by providing that where property is tendered in trade, tax will apply 
only on the difference between the value of the property acquired and the | 
credit allowed for the property traded in. By regulation this provision for 
trade-in allowances has been limited to goods of the same general character 
and kind as the tangible personal property which is being purchased. In the 
case of a barter or exchange of goods, tax applies on the fair value of the 


goods being sold with no deduction for goods accepted in exchange. 


Time of payment and remittance of tax 

Where goods are purchased at a retail sale in Ontario liability 
for tax arises at the time the goods are purchased. Liability is not affected 
by the fact that credit is extended by the supplier to his purchaser In the 
case of goods imported into Ontario, the Act requires that the importer report 
the importation and pay the tax. 

In order to facilitate collection of the tax vendors of taxable 
goods are required to collect the tax from the purchaser as agents of the Crown 
at the time of the sale. Taxes collected or collectible by vendors must be 
remitted to the Comptroller on or before the 23rd day of the month following 
that in which the liability for tax arose. As indicated previously the fact 
that credit is extended does not affect the liability for tax and such tax 
must be remitted by the vendor even though he has not yet fully collected his 
account with his purchaser. No relief is provided vendors who fail to collect 
the tax due to the insolvency of their ors romers),~ 

All persons who as a regular part of their business in Ontario 
make sales to consumers in Ontario are required to collect the tax. This 
requirement extends to such persons as manufacturers and wholesalers who may 
only rarely make sales to consumers. Persons who are not in the business of 
selling goods but who make casual sales are not required to collect the tax 
and in such cases the responsibility for payment of tax rests with the 
purchaser. Since there is no administrative machinery set up to police such 
transactions (except in the case of automobiles which must be registered with 
the provincial government) collection of tax on casual transactions is very 
uncertain even though the purchaser's liability may be very clear under the 
een 

The regulations require that in all cases where a liability for 
tax has arisen which has not been satisfied through the normal procedure of 
collection by a vendor (e.g. imports), the person liable for the tax must remit 
the tax payable on or before the 23rd day of the month following that in which 


the liability for tax arose. 


Vendors 

Vendors who are required to act as agents of the Crown are required 
to obtain a permit for each place in Ontario where business is transacted. 
Vendors who have not obtained permits are prohibited from selling tangible personal 
property either to consumers or to any other persons. Consequently, all persons 


who in the ordinary course of their business in Ontario sell tangible personal 


1, See also page 38 
<,. See also page 32 
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property to a purchaser in Ontario are required to obtain a permit. Permits 


are used not only for the purpose of controlling the collection of tax but 
also to control the exemption of sales from one person to another where the goods 
are purchased for resale or incorporation into other goods for sale. Thus, 
persons not registered as vendors are prohibited from purchasing any conditionally 
exempt goods without payment of tax. 
Vendors collecting tax on behalf of the Crown must clearly indicate 
the tax on their sales invoice and must not sell at a tax-included prices 
Provision is made in Regulation 6 for the issuance of special 
permits known as "G" permits. The holder of a "G" permit is authorized to 
purchase all goods free of tax without the issuance of the normal purchase 
exemption certificates. Accordingly, he is not required to certify that the 
goods are for resale or are otherwise exempt under the provisions of the Act. 
"G" permits are issued only to larger corporations whose sales to consumers 
exceed $2,000,000 per annum, whose accounts are audited annually by a recognized 
firm of public accountants, and whose credit rating is, in the opinion of the 


Comptroller, sound. 


Registered consumer 


In order to control to some extent the payment of tax by purchasers 
who are not registered vendors, all persons who import into the Province goods 
having a fair value exceeding $100 in each of two months or more during a 
calendar year must be registered with the Comptroller as a registered consumer. 
Registered consumers are required to file returns and pay any tax owing on or 
before the esrd day of the month following that in which the liability for tax arose. 
Non-registered vendors 

Regulation 9 provides for the issuance of special certificates to 
persons who do not hold a vendors permit but who solicit orders in Ontario for 
goods to be shipped from outside of Ontario. The regulations provide that the 
special certificates must be carried at all times when the holder is soliciting 
orders and must be produced upon the request of a purchaser or any duly 
authorized representative of the Comptroller. No penalties are provided for 
failure to obtain a special certificate however, and there is no requirement 
for purchasers to refuse to order from persons who do not hold a certificate. 
Furthermore, the regulation requiring persons to obtain certificates applies 
only to persons who are physically present in Ontario when soliciting orders 
and does not apply to persons soliciting orders by direct mail or to persons 
accepting orders outside of Ontario. 

Persons who hold special certificates are required to submit a 
monthly return setting out details of orders for tangible personal property 
accepted and the date on which the property is to be delivered to the purchaser. 
The intention of the regulation is to enable the sales tax authorities to make 
sure that the purchase is properly reported by the purchaser and that the proper 


tax is remitted. 


Taxable goods produced for own use 


Where a manufacturer produces goods for his own consumption or use, 
tax will apply to the cost of these goods, including labour, materials, manufacturing 


overhead and federal sales a 


1. It might be noted that the Ontario rulings making reference to the federal sales 
tax refer to it as being imposed pursuant to section 31 of the Excise Tax Act 
(Canada). This reference should probably be removed since section 31 is not 
a charging section. 
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Repairs, reconditioning and renanufacturing 
Repairs fall into three general categories for Ontario sales tax 


purposes. The repair of motor vehicles and appliances is considered the sale 
of tangible personal property and tax must be collected by the vendor making 
the repair. If the charge for materials is segregated from the labour charge, 
only the material charge is subject to tax, otherwise the full charge to the 
customer is taxable. 

The repair of jewellery, watches, clocks, luggage, etc. is considered 
to be a sale of services only and is not taxable. The person making the repairs 
is considered to be the consumer of all materials used in his repair work and 
accordingly, such materials are taxable at the time he acquires them. If he 
also sells Similar parts he may purchase the goods exempt and account for tax 
on the basis of their cost at the time he uses them. 

The repair of furniture, furs and fur garments, and upholstery 
may be taxable depending on the extent of the value of materials going into 
the repair. On all repairs where the value of materials is less than 20% of 
the total charge for repairs the repair is not taxable and the person performing 
the repair is considered the consumer of all taxable materials which he uses in 
his repair operation On all repairs where the value of materials is 20% or 
more of the total repair charge the sale is taxable. If the charge for materials 
is segregated from the charge for labour, only the material charge is taxable, 
otherwise the total charge is subject to tax. 

Repairs to tax exempt property or to goods for resale by a 
registered vendor are in all cases exempt from tax. 

Lhemsalcnomerepunltimensines and they repalr or reconditioning of 
goods such as retreaded tires where the customer does not necessarily receive 


back his original goods is taxable on the total charge. 


Rentals and hire-purchase contracts 


In the case of a hire-purchase contract (or similar arrangement 
that is designated as a lease in order to retain title to the property in the 
vendor as security for payment) the transaction is considered a sale on credit 
and as such tax applies on the total purchase price at the time the arrangement 
is entered into. Where taxable tangible personal property is rented or leased 
under a contract which does not grant the lessee an option to purchase, tax 
applies on the rental payments. In order to attempt to eliminate the service 
and interest factor from rental payments tax is based on 90% of the rental 
payments if the rental period is more than six days and not more than one month 
and on 80% of the rental payments where the rental period is in excess of one 
month. + Where taxable tangible personal property is leased under a lease option 
arrangement, tax is payable on the rental payments on the above basis. Should 
the option to purchase be exercised tax is also payable on the option price 

Where tangible personal property is acquired by a purchaser for 
rental purposes the transaction is not deemed to be a sale to him for his 
consumption or use and therefore is not taxable. In the case of casual rentals 
Oi tangible personal property acquired for consumption or use tax is payable by 
the lessee on the rental charges and no relief is granted for the tax previously 


paid by the owner of the property. 


I. see also page 37 
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Property temporarily brought into Ontario 

Where tangible personal property is temporarily brought into 
Ontario for consumption or use tax may be applied on the basis of the fair 
rental value of the tangible personal property. The basis generally used 
to determine a fair rental value is one-sixtieth of the original cost of the 


property for each month the property remains in the Province. 


Settlers' effects 
Persons ordinarily resident outside the Province of Ontario 
may bring into the Province, without the payment of tax, all household goods 


and equipment owned prior to taking up residence in the Province. 


Exemptions from tax 
Exemptions from the Ontario sales tax are provided for a wide 


variety of goods. A detailed list of these exempt goods is set out in 
Appendix B attached. The more important exemptions fall into the following 
general categories: 


Food 

Gasoline, electricity and other fuels 

Farmers' and fishermen's implements and supplies 
Water, clay, sand, gravel and unfinished stone 
Drugs and medical appliances 

Producers! goods 

Equipment of railways, airlines and steamship companies 
Children's clothing 

Printed matter and educational supplies 

Sales for delivery outside the province 
Purchases costing less than 2l¢ 


FPOWOoOOrNoorRWNDE- 
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Food - 

Food products for human consumption off the premises of the vendor are exempt 
from tax. This exemption does not extend however to candy, confections or 
soft drinks. Prepared meals consumed on the premises when sold at a price 
of $1.50 or less are also exempt from tax. Prepared meals costing in excess 
of $1.50 are taxable unless consumed in places of entertainment and 
subject to the 10% tax under The Hospitals Tax Act or unless specifically 
prepared for consumption off the premises or delivered to a person's home.” 

Where a meal is catered however the entire charge for the catering service 
is axalle.” 

Alcoholic beverages consumed with a meal are subject to tax, separate from 
the charge for the meal, unless consumed in places of entertainment and 
subject to the 10% tax under The Hospitals Tax Act. 

Where meals and lodging are provided for a single charge an allocation of the 
charge must be made to determine if the meals are taxable. The allocation 
is made on the basis of a formula set out in Ruling 13. 

Gasoline, electricity and other fuels - | 

Gasoline for use in internal combustion engines and motor vehicle fuels 
are exempt from tax, This exemption is extended even though the products 
are exempt because of their use from tax under either The Gasoline Tax Act 
or The Motor Vehicle Fuel Tax Act. Coal, coke and electricity are exempt 
from tax regardless of the use to which they are put. Wood is exempt from 
tax if intended to be used as a fuel. Natural gas and manufactured gas are 


exempt if intended to be used as a fuel for lighting, heating or cooking purposes. 


1. See also page 41 


obtadind a #> oer bi: abate ‘die sbiser <¢it 
aboog : Biodes Wied its ce rat to Peairesg | ads Aoode Ee 


Abvalvoxd. sfit ae. gate i ea Bet ge gti TO 


i a“ 
i 


obi) ¢ 202 beabivow siz xad selse ois ain® af iy now aitoke 


ae Sue #ea-ed, shoom, Aqwexe. coat: 4: deel 5 fig 


aetwollo? ei3 ofak [let enotiansxs. Seetpoum. 
sfevi sedec aie ,ent 
a6iiqque BAS BIS Lt. & aaa er ‘ea 
¥- 6 * : ’ Lea i) | 
Siode beavle butte. Pius lewany ‘ a iv 
=~ a a tel ps 
: B69! aii a isoinoe bas ah: 
isameo gidemaste Hoe bediioha (exer 4 
ei Stites De ean 
ast Luque Cau sdogtie: hie medi rs 
sonivore alti ‘sbag duc 
ofS Rai 
n 
{qmSexs 945 Yobnev afl 26 aseineua aty Lie NOLL SAE Tae 
SO Brortss thos KS as wewowul baetus Lon .t ‘agin abi ig mae, 


; A r 7 > : ty ; 
ive «@ ta bioe modw seeigetq ante wo pemue: Cr al si ‘ba Lacan 


a90KS af Eniieaoo elssm botayssd  .xet moxT- qmexe “ew, 


- i ' Le 

cot + cf = xf Prag ae oe 

bre INSmIishistas 1 3s9) ig Sf SeeiOO Seal 

rc a a os es in si, Fe 
Vileortioaqe eaagiou 10 Oh xa latiqeakh ef? tomigs xe 
eB =f pean J ik ra cee ay a 
OW Bie Teag OU DHS vVoCLaD 0 Gea ltang Git 66 nou 
bh , i 

7 ee ee Shere - fe Be a ¥ 
2oivie: eiiiestss adit Tol. spre. sume ade tevewud bore 


gor staiaqgss - “et oF ros iiiss 8T5 iB alin a av ew Seumieso9 ae 


baa ttemtiediedis to 2 val ge. ie mince 9) eaésiumir Bites 
: _ : 7 } ~~ cg yy a) 
toAe xs T slestyes of sit ‘‘ebis ser 


7 i 
’ 


; | <A 

eit ‘to Hors favors ed eprtar is “8 hea be ae m0 ‘babivorg gaa a Bars 
may ae ry 
aatarsaveb ioe" 


itote: anolts, ait? or oi aT Es, ahapar odd 
sd rh i Pari ate uy iD Hit ii 

2) ahitoe ae db, 
i Ten Uae 


7 hy 
Pon ee 


= 


| ve 
wihegt s1euer note b. 
. : fa is! ; 
avsuborg, ot ee 


8 a 7 rr 


De) 2 


Farmers' and fishermen's implements and supplies - 

Most farmers! and fishermen's implements and supplies are exempt from tax. 

In some cases the exemption applies regardless of the status of the 
purchaser due to the restricted use of the particular goods. In other 
cases, where the goods could be used for other than farming or fishing, 
the exemption only applies if the purchaser can certify that he is a bona 
fide farmer or fisherman 

Drugs and medical appliances - 

Drugs and medicines sold under prescription and various orthopaedic, dental 
and optical appliances are exempt from tax. Kquipment purchased by 
hospitals and sanatoria and used directly in patient care is generally 
exempt. 

Producers! goods - 

Tangible personal property purchased for the purpose of being processed, 
fabricated or manufactured into, attached to, or incorporated into tangible 
personal property for sale is exempt from tax. Tangible personal property 
purchased for incorporation into real property is taxable. 

Special rules are provided for returnable and non-returnable containers. 
Returnable containers are considered to be used by the person who ships 
goods in them and consequently, tax is exigible at the time such a person 
purchases the containers. Tax is not charged on the container when it is 
transferred to a customer in connection with the retail sale of its contents 
Non-returnable containers and other packaging materials are considered to 
form part of the goods contained in them. Accordingly, they may be purchased 
free from tax except when purchased by persons who are not vendors, e.g. 
dry cleaning establishments, etc. 

Materials consumed or expended directly in the process of manufacture or 
production of tangible personal property for sale are also exempt. This 
exemption follows exactly the federal exemption for consumable materials. 
Machinery and apparatus to be used directly in the process of manufacture 
of tangible personal property for sale is also exempt from the Ontario sales 
tax. In the past the Province has followed exactly the federal exemption 
for such machinery. While this exemption was withdrawn for federal purposes 
on June 13, 1963 the Province inctends to continue its exemption. Since 
these goods will be subject to lower than normal rates of tax for federal 
purposes up to December $1, 1964 the Province can continue to tie its 
exemption to the federal rulings up to that date. If the exemption for 
production machinery is to be continued by the Province after December 31, 
1964 it will be necessary that the Province provide its own rulings on the 
exemption of such goods after that date” 

Equipment of railways, airlines and steamship companies - 

Goods exempt under this general category include aircraft normally engaged in 
foreign or interprovincial trade, road cleaning and fire fighting vehicles 
costing more than $1,000 per vehicle, vessels of more than 500 tons gross 
and railway rolling stock including street cars, subway cars and electric 
railway rolling stock. Buses (other than school buses) used to provide 


public transportation within a municipality are also exempta. 


1.See also page 41 
«.vee also page 39 
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Children's clothing - 
Various children's clothing and footwear are exempt from tax. The exemption 
is entirely determined by the size of the clothing and no reference is made 
to the age of the chanel 


Printed matter and educational supplies - 


Books of an educational, technical, cultural or literary purpose, newspapers, 
religious publications and equipment purchased by religious institutions, 
student supplies, and classroom supplies purchased for use by schools and 
universities are all exempt under this general serosoier.” 

sales for delivery outside the Province - 

Tax does not apply to the sale of goods that are shipped to a point outside 
Ontario by a vendor. If the sale is made to a non-resident and delivery 
of the goods is taken in Ontario the sale is taxable. Where goods are 
purchased at a retail sale in Ontario and the tax is paid, the Province 
will entertain a claim for refund if the goods are within thirty days from 
the date of purchase shipped outside the Province for consumption or use. 

Tangible personal property entering into Capital works projects - 

Property used in the construction of hospitals, nurses! residences, schools, 


universities and municipal capital works may be purch.sed free of ene,” 


Purchase exemption certificates must be supplied in order for a 
registered vendor to acquire conditionally exempt goods without payment of 
tax. This applies to such goods as producers’ goods where the end use of the 
product determines the taxable status of the goods. In addition registered 
vendors acquiring tangible personal property for resale must also provide their 
Supplier with a purchase exemption certificate. Exemption certificates may 
be issued with each purchase order or blanket certificates may be used. All 
certificates must indicate the vendor's permit numver, describe generally the 
type of goods being purchased and must be signed by the purchaser. Where 
blanket exemption certificates have been provided, all future orders must 
make reference to thatfact if tax exemption is requested. 

As noted earlier, holders of "G" permits are not required to 
Supply purchase exemption certificates, the mere quoting of their licence 


number being sufficient authorization to the vendor for the granting of 


exemption. 


Transfers of merchandise between related persons 


Provision is made under Regulation 19 to exempt from tax 
transfers of tangible personal property between certain related persons. To 
be exempt the goods must have been purchased by the transferor either tax-paid 
or purchased prior to August 31, 1961. For the purposes of this regulation 
related persons include parent and subsidiary corporations (95% owned) but the 
exemption does not extend to transfers between a parent corporation and a sub 
subsidiary corporation. The regulation permits the Comptroller to allow the 
parent-subsidiary exemption on transfers between other corporations where in 
his opinion the permitting of the exemption is not inconsistent with the intention 


of the seeren t= 


See also page 42 
See also page 42 
see also page 44 
- see also page 50 
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No tax is exigible on tangible personal property transferred to 
a corporation at the time of its incorporation either for shares of the 
corporation, or, for other consideration if the purchasing corporation is owned 
and controlled by the person, partnership or corporation making the sale. In 
all other cases of transfers of tangiole personal property between melee dl 
persons tax is exigible. 

The transfer of tangible personal property vetween members of a 
family for no consideration by gift or otherwise is specifically exempt from 
tax. This exemption extends only to property acquired from lineal ancestors 
and descendents. The exemption does not extend to persons acquiring property 


from their brothers, sisters or other collateral aeTevRG oar 


Real property construction contracts 


Persons who enter into contracts for the construction of real 
property are regarded as consumers or users of the tangiole personal property 
incorporated into the real property being constructed. Consequently, such 
persons are required to pay tax at the time of purchase of tangible personal 
property for use in the construction contract. No tax is payable on the contract 
price itself as real property is not subjected to tax under the Act. 

Contractors are defined oy HKegulation | - 16 as "persons who engage 
in the business of constructing, altering, repairing or improving real property 
for others . . who instal on or incorporate into real property, tangible personal 
property for a person other than themselves, but when a contractor manufactures 
tanzible personal property for sale and acts as a manufacturer as defined in 
tnis Reguiation he shall ve regarded, while he is engaged in the manufacture 
of such tangible personal property as a manufacturer and not as a contractor". 
Manufacturing contractors are defined by Regulation 1 - 33 as "a manufacturer 
who fabricates or manufactures tangible personal property for his own consumption 
or use in the performance of construction contracts". 

Contractors who do not manufacture tangible personal property to 
be used in construction contracts are not required to obtain a vendor's permit. 
All purchases are made tax-paid and the tax content of any purchase of tangible 
personal property forms part of the cost. 

Manufacturing contractors are required to purchase material which 
will be manufactured as a tangible personal property for the use in the 
construction contract tax-exempt by quoting their vendor's permit. Where goods 
manufactured by the manufacturing contractor are used by him in the performance 
of the construction contract he is required to account for tax on the value of 
the manufactured property including the cost of the materials, the labour, all 
factory overhead costs and any tax payable under the Excise Tax Act. 

In some cases contractors in addition to acting as contractors 
also operate retail outlets. This is particularly true in the case of electrical, 
plumbing, heating, sheet metal, tile and other similar fields. In such cases 
the contractor is required to obtain a vendor's permit in connection with his 
retail operations. Where goods purchased exempt from tax under the permit are 
used in connection with a construction contract the contractor is required to 


account for tax based upon the cost price of such materials. 


1. See page 44 
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Under the provision of Ruling 3, ready-mix concrete operators 
and hot and cold asphalt mixers are not regarded as manufacturers of the 
product (i.e. plastic concrete or plastic hot or cold asphalt mixes) which they 
supply to construction contractors. They are regarded rather as contractors: 
and are required to pay tax upon their purchases. This variation from the 
general rule regarding manufacturing contractors was instituted in order to 
avoid the unfair competitive problems faced by a ready-mixed concrete or asphalt 
supplier a large part of whose costs consists of sand and gravel which is 
exempt under the Act. If such persons were regarded as manufacturers of the 
concrete they would be required to collect tax from their customers based upon 
the selling price of the concrete including the costs of sand and gravel. 
Contractors who mix their own concrete on site would not be required to account 
for tax in respect of the sand and gravel used in the concrete and hence an 
unfair competitive disadvantage would be placed upon ready mix suppliers if they 
were regarded as manufacturing contractors. The same arguments hold true in 
the case of asphalt mixes. 

In 1964 the Retail Sales Tax Act was amended to provide special 
rules in the case of "non-resident contractors'', Non-resident contractors are 
defined by paragraph 37 (a) of Regulation 1 as "a contractor, whether an individual 
or a corporation, who has not maintained in Ontario continuously for a period 
of twelve months immediately preceding the date of the signing of any particular 
contracts a permanent establishment as defined in subsections 1 to 7 of 
section 2 of the Corporations Tax Act in respect of corporations". Where such 
a contractor enters into a contract with any person under which tangible 
personal property will be consumed or used in Ontario, the non-resident contractor 
must deposit with the Treasurer a sum equivalent to 3% of the total contract 
price or supply the Treasurer with a satisfactory bond in the same sum. The 
contractor must then obtain from the Treasurer a certificate that these 
requirements have been met. 

Persons dealing with non-resident contractors must ensure before 
the contract is signed that the non-resident contractor has met the requirements. 
Failure to do so places upon the contractee an obligation to deduct 3% of all 
amounts payable to the non-resident contractor and pay it over to the Treasurer 
on behalf of the non-resident contractor, or alternatively to furnish a bond 
with the Treasurer equal to 3% of the total contract price. Where the persor 
dealing with the non-resident contractor fails to ascertain that the non-resident 
contractor has obtained a suitable certificate from the Treasurer and also fails 
to withhold tax or post a bond he may be liable for any taxes payable under the 


Act which are not paid by the non-resident contractor.* 


Returns 

Monthly returns are required from all registered vendors indicating 
the total sales of tangible personal property made during the month. In addition 
vendors must report the amount of all purchases made by them on which tax was 
not collected by the supplier and on which tax is exigible. This provision 
applies to all holders of vendors permits including holders of "G" permits. 
A similar return of taxable purchases is required from all registered consumers. 
These returns are due on or before the 23rd day of the month following the month 
in which the liability for tax arose. 


1. See also page 54 
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Provision is made to vary these reporting requirements in the 
ease of vendors carrying on a highly seasonal operation or who maintain their 
accounts on a four or five week basis rather than a monthly basis. 

In addition to the monthly returns required from registered 
vendors and registered consumers, all persons importing goods into the province 
for their own consumption or use must make a similar return reporting these 
purchases. 

Persons soliciting orders in Ontario for goods to ve shipped into 
the Province from a point outside the Province who are not registered vendors 
must obtain a special certificate authorizing them to solicit orders in the 
Province. Persons holding these certificates are also required to make monthly 
returns detailing all orders taken during the month and indicating the name and 
address of the purchaser, a description of the property, the date of the order 


and the approximate delivery date. 


Records 

The Act requires every manufacturer, wholesaler, importer, jobber, 
agent and vendor to keep records of all purchases and sales of tangible personal 
property whether for consumption or use or for resale. Regulation 13 sets out 
in more detail the records to be kept by vendors. Since most of the classes 
of persons mentioned in the Act will be vendors as defined in the Act, this 
regulation will apply to almost all businesses other than those in the service 
industries. 

The specific records include details of - 

(a) all inventories of tangible personal property, 

(ob) purchases of tangible personal property, 

(c) sales of tangible personal property, 

(d) tangible personal property purchased or taken from stock by the vendor 
for his personal consumption or use or that of his business or 
supplied to his employees where the use of any such property has not 
been recorded as a retail sale, 

(e) discounts and refunds, 

(f) the amount of tax collected, 


(g) disposal of tax including the remuneration taken. 


Rebate of tax 

Provision is made for rebates of tax incurred on capital works 
projects of religious, charitable and benevolent organizations. The rebate is 
made directly to the organization and is made on the basis of 1.25% of the total 


contract price. 


Remuneration to vendors 

Remuneration is granted to registered vendors in return for their 
collecting tax on behalf of the Crown and may be deducted by the vendor from 
his monthly remittance of tax. The amount of remuneration varies depending on 
the dollar amount of the average unit sale and the amount of tax collected. No 
remuneration is granted in respect of tax owing on taxable tangible personal 
prope Gm which tax was not paid at the time of purchase. The remuneration 


may be denied to any vendor who is tardy in filing cet, > 


1. See also page 54 
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Assessments 

The Comptroller of Revenue for the Province may at any time he 
considers reasonable, assess or reassess tax collected or collectible by a 
vendor or payable by a purchaser. KHvidence of the assessment must be supplied 
to the vendor or purchaser by registered mail. 

The Comptroller has full powers to examine all records of the 
taxpayer or any other person with which the taxpayer is dealing in order to 


establish the proper amount of tax which should have been collected or paid. 


Objections to assessments 
Any vendor or purchaser who wishes to object to an assessment 


must do so within 30 days of the day of mailing the assessment. A notice of 


objection must be filed with the Comptroller in duplicate by registered wie 


Appeals 


Where, after filing notice of objection, an assessment is confirmed 
or a reassessment issued a taxpayer may file notice of appeal within 90 days of 
the date the original assessment was confirmed or a reassessment issued. Notices 
of appeal must be filed in duplicate with the Comptroller and a copy provided to 
the Registrar of the Supreme Court of Ontario As security for costs the taxpayer 


must pay into court any amount requested by the Treasurer of Ontario up to $400.” 


Interest and penalties 


Various penalties are provided for failure to comply with the 
provisions of the Act. A penalty of 5% of the tax collected (maximum $500) is 
provided in the case of default in filing returns by registered vendors. Unpaid 
or unremitted tax bears interest at 6% per annum and if an assessment has been 
issued the interest rate increases to 9% if the tax is not paid within 30 days 


of the date of assessment. 


1. See also page 54 
2. see also page 90 
3. See also page 55 
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ANALYSIS OF THE ONTARIO RETAIL SALES TAX 


Paragraph (b) of the terms of reference requires an analysis of 
the Ontario Retail Sales Tax Act, Regulations, Rulings and administrative practices 
as regards to simplicity, clarity and efficiency, and an examination of the 
presence and effects of anomalies and inequities therein. 

Karlier in this study, certain general principles of taxation 
against which the Ontario retail sales tax might be measured were set out. 
These principles were certainty, simplicity, effectiveness, convenience, 
neutrality and economy of collection. The Ontario Retail Sales Tax Act 
together with the Regulations and Rulings measures up to these principles 
quite well. There are, however, a number of areas in which the tax might be 


improved. 


Basis of the tax 

In its present form the Ontario retail sales tax is not a retail 
sales tax at all but rather a tax on the consumption of goods. In the case of 
retail sales, the retailer must report taxable sales and collect the appropriate 
tax on behalf of the province. The Retail Sales Tax Act also requires that 
purchasers acquiring goods at a transaction other than a retail sale must report 
their purchases to the Treasurer and pay the tax thereon. This provision is 
completely ineffective since there is no machinery for policing such a require- 
ment. The one outstanding exception to this rule is in the case of an auto- 
mobile which must be registered with the Provincial government. The government 
Cant hemehore, control) the collection, of; tax on each transfer of title to the 
automobile. 

Theme as one interestang exception to the rule that tax is paid 
on the full value by each purchaser. This is in the case of goods which are 
traded in at the time of purchase of other goods of the same general character 
and kind. In such cases tax is payable at the time the goods are purchased 
only on the difference between the value of the goods purchased and the value 
of the goods traded in. Thus, so long as goods consistently go back to a 
trader or dealer in such articles, there is no compounding of the tax. The 
automobile provides a good example. If the automobile in the initial instance 
costs $4,000 and after a year is traded in on another automobile for $3,000 the 
initial purchaser in effect gets a refund of the tax on the $3,000 value at the 
time of trade-in. The subsequent purchaser of the automobile traded in pays tax 
on his purchase price but again when he trades it in he too obtains a refund of 
the tax he has paid to the extent that the article still has value. It should 
be noted that this system works only so long as the person trading in the 
article is purchasing another article of the same type from a dealer. Thus, 
an individual who sells a car to a used car dealer and does not purchase another 
vehicle at that time does not get any refund of the excess tax. 

There are theoretical grounds for criticising a tax on consumption 
that is measured by purchase cost. As a measure of the consumption or use 
made of the article, the purchase price is in many cases a poor indicator. 

Again looking at the automobile, a person who has purchased an automobile for 
$4,000 and now sells it after one year for $3,000 has really obtained $1,000 
worth of use out of the automobile and this is the amount on which he should be 


required to pay tax. Having sold the automobile for $3,000 he has this money 
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to use in some other way. Thus, the initial cost is not the proper measure 
of use. The diminution in value of the article during the period in which it 
is used by the purchaser should however be a proper value for determining tax. 

In the case of absolute consumables such as food there is of 
course no value after the initial use. In the case of clothing there is generally 
little additional use but sometimes there can be additional use and clothes 
can be traded in on other clothing, (e.g. clothing exchange shops) or can be 
given away to friends or relatives. There are, however, a number of durable 
type goods, including furniture, automobiles, boats, etc. which do have a 
substantial value and which may not be completely used by the first purchaser. 
In such cases the use of purchase price as the basis for charging tax rather 
than the diminution in value during the period of use can result in an excessive 
amount of tax being levied on the consumption or use of such goods. 

Where goods are traded in on other similar goods tax is in effect 
collected only on the actual value of the use obtained by the person trading 
in the article. The deduction of trade-in allowances in determining taxable 
value is justified on these grounds. Presuming this to be a proper basis for 
the determination of taxable value, can there be any logical reason for taxing 
such an article when it is sold privately rather than being traded in? In 
other words, if the theory of the tax is that tax should be paid on all articles 
based upon their initial value to the purchaser no trade-in allowances should 
be granted. Where, however, it is assumed that the deduction of trade-in 
allowances is justified, there is surely no justification for taxing any article 
a second time when it is transferred at a casual sale. 

When tax is calculated at the rate of 3%, the duplication of tax 
is relatively unimportant. It may be argued in the case of objects of art, 
stamp collections, etc. which do not decrease in value over a period of time 
that the duplication of tax will be serious at any rate of tax. However, for 
most goods which wear out and lose value over a period of time, the duplication 
is unlikely to be significant except in unusual circumstances. 

The provincial tax rates however may increase over a number of 
years in order to meet the growing demands of the provincial government for 
revenues. As the tax rates increase the inequity in taxing durable goods more 
than once becomes more serious. Persons purchasing tangible personal property 
at a casual sale are already reluctant to report such purchases and pay the tax 
on them. The difficulties in forcing such persons to report casual purchases 
are very great indeed and we believe that this type of requirement is unenforceable. 

The leakage that now exists through inadequate administration 
and enforcement of the rules as they stand is probably relatively unimportant 
from a revenue point of view when the rate of tax is only 3%. However, the 
ability of casual purchasers to escape the tax breeds disrespect for the law. 

As the tax rate increases, the revenue loss will become more serious and at the 
same time disrespect and attempts to evade the tax will grow. The very fact 
that the provisions of the Act relating to casual sales are unenforceable 
represents a very serious criticism of this type of tax and is one of the 
strongest arguments for moving from a consumption tax to a true retail sales tax. 

It should be noted that a tax on the consumption of goods gives 
rise to difficulties in the case of gifts of tangible personal property. While 


the Ontario Act exempts transfers for no consideration amongst members of a family 


4 
B 
| 
we 


+36 aon aati etre ¢ 
; ray 


to ak ore os [boo t az # Zoite seidaawenoo svitos ie % aes 
ai suede gaittols ‘to ey edt ‘ne seat ntint 
toio Bas say i and 5 bbe od “itt (ically a9 panel q 


¢ evad ob déisw -od2 ;eigod mo tedamotee. wie sfibarng rye 


asdonite textt-sdt vi Beau yletalqmeo sd Fan yar anne ’ 


my 
r 2 a - . “wives 
reasoxre Se tinea? Bao ger ro horsey 3 MIs SED. 
: 
3 oie Te ae co ROleqabyemon auld fe beivet sae 
' een 
rosTis ot get aboon salimas,. ceive & i Sekeud oma @ 
he re oN ¢ 
E Biss 4 06 BONIBTEO 8 
x 
{ i 7 ime ap cE gS tktawyil is Ri~ iF freak ae ear 
eiced +eqnYa a sd of pbdt aitepest? .ebauomg = 825 
t eC yO t B bee 
a? poasees fappPael Yaw ed stadt ikea .ertav. sh or) : a sais diakee 
qt S82 behsaxd aakad sedt tedyss yievaveid hfe at #2 1wathe ine? 
¥ o 4 ia " 
spans [f= ac bise’ sd Stwode sed Tan? af as, iid 2S Yioodt ant tt 
= vgs 
Kiston= eetmswolla a bev? OF XSRBROING 2a7- 0s Shiey— Teivine SE 
rs 4 . hee on ® 4 Pees ey © 
rash  'L st roubeh aft tutit Seuwere ai Lf 2S rawou sisi 
ares af Et t ener horiese 
¥ - a rs ” 4 
sy a : . 
‘ i nit ar sr 
Yet te sianfoer 3 : 3 ag Se BL xed 
eas, S08 9 a 12 8c YB  ttcoegat 
. ; - - a i nL 
3 ie *) bat is, hE TST # (eV sny048% Yi. Seesaw bogs On dotiw: 
ga” 2 J = 4 ’ + 7 Rete ed Lie, aad 
7 2 hee 
£ RS > Sa7 9 ; ieg prs 32 sa0. DGB ¢lG 
ee pa Rant [TD LE Shiis a oA, Si WOOL AL 
tadmin .«' TSvo’ se (i URmasvewed essen zat! LVR 
x n ¢ > 5s ° 
TOL CRS IS USO iyo ty She it SORMASL Sire wuss i OS 
eyom eabaog sfdax ante #i vidkvitor® 8sy eseetanl Segiet se 
‘ Z P 
vai “7 x. a 
‘oyiaqosg Isicetsgu 9 C5ataT Merasiheiig snoeror AUT pa atom Beas 
; ae 


’ y - . Wy 7 Me = is Dake 
+ ont taq Ban seeedouug Hepa oh Sa as tmatoulet (basil & She oeee, Dee 


= 
oe 
es 
tr 
ww 
te 

is 


eseatvitg Lavese Togs Od -emoeNs q — beats 


¥ as 


Lae 


4 i iiee  dedtad ths arins g| 7b: RE i aici i te bates >i jent eben 
ee easy Ylevitels: So ves dAdigay at mate ¥, eas ne’ altuna 
ot! ,novewoH Rey Lge Bt aaa ates ahs oo ‘wony ra in 


a 


ae 


“wel eny aot ongas eat a) abies + 

; edt te bs auotiss> Subd aaigad re 
7 yrsv sm WOT ot $ 
dae oxutiteng ous" 


re io Hina’ 


os ke a ae e a 
5° oe 


Tat 


—~ Bea 


(lineal ancestors and descendants only) there is no procedure under which the 
reporting of other gifts can be enforced. Consequently, while the law requires 
reporting of such items it would be the exception rather than the rule where 
such transfers were reported. This type of difficulty would also be solved by 
a change in the tax to a true retail sales tax since transfers by way of gifts 
would not be taxable. 

Under a retail sales tax system it is necessary to determine 
whether tax will apply to all sales of tangible personal property made by vendors 
or whether tax will apply only where a vendor sells new goods. Good arguments 
may be made for both systems although in practice most jurisdictions impose tax 
on all sales by vendors. The Province of Saskatchewan is a notable exception 
to this rule. In Saskatchewan only the initial sale or importation of an 
article gives rise to tax and subsequent transfers either at retail sales or at 
casual sales are exempt. 

If all retail sales are taxable it is necessary to provide rules 
Similar to Ontario's present trade-in provisions so that purchases are taxed 
only on the net price paid. In this way most duplication of tax is avoided. 
There is a problem where an individual sells goods to a vendor for cash and 
does not purchase any goods in exchange. Since the dealer must collect tax 
on his selling price, he must purchase all goods exempt from tax and it is 
therefore not possible to make any allowance to individuals from whom he 
purchases goods for resale in respect of the tax content of the used article. 
At the same time difficulties may arise in the case of barter or exchange 
transactions where tax has not previously been paid on the goods given to the 
vendor in exchange for taxable articles. Special rules would have to be applied 
to ensure that tax was properly paid in such situations. 

If on the other hand it is decided that tax will only apply where 
a vendor sells new goods the difficulties inherent in trade-in allowances will 
disappear. In its place a new problem arises since it is necessary for the 
vendor to distinguish between non-taxable used goods and taxable new goods. 
While it would perhaps not place a very great strain on vendors to make such 
a distinction (since only a few vendors sell both new and used goods) there 
might be some administrative difficulties through tax evasion on the part of 
vendors classifying new goods as used to escape the tax. Such deceptions can 
however be uncovered through relatively simple audit techniques. 

In our view, the latter system (applying the tax only to sales 
of new goods) has a slight advantage over a system which imposes tax on all 
retail sales. We do not believe, however, that serious problems would arise 
under either method. 

In the preceding paragraphs we have recommended that the Ontario 
Retail Sales Tax Act should be changed from a tax on all consumption or use of 
tangible personal property to a true retail sales tax. The Canadian provinces 
are, however, restricted to levying direct taxes only. Consequently, it would 
appear that the courts would rule a true retail sales tax (i.e. a tax levied 
on the retailer in respect of his retail sales) to be invalid since this would 
be a form of indirect taxation. It is for this reason that the provinces have 
adopted the consumer or user type of tax. The Province of Saskatchewan, however, 
levies a tax similar to a retail sales tax. It has managed to keep its tax 


within the constitutional framework by imposing tax upon the consumer or user 
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of goods purchased at a retail sale and providing an exemption from tax for 
goods which have previously borne the Saskatchewan tax. There was initially 
some doubt as to whether this form of tax could be considered to be a direct 
tax but any doubts on this score were laid to rest by the Supreme Court in its 
June 13, 1960 decision in the case of Cairns Construction Limited v. the 
Government of Saskatchewan. The court held that the Saskatchewan Education 

and Hospitalization Act (now the Education and Health Act) imposed a direct tax 
and was therefore intra vires of the Saskatchewan Legislature. 

We would not recommend, however, that the Province of Ontario 
follow the same form as the Province of Saskatchewan in providing specific 
exemption for goods on which tax has previously been paid. This type of 
provision could create a difficulty in that a vendor might technically be 
required to show that tax had in fact been paid on any article before he could 
sell it without charging tax on it. in the case of an act such as the Ontario 
Retail Sales Tax Act which has been in force only since September 1, 1961, it 
would be difficult for any vendor to show whether or not tax had in fact been 
paid Jyonwan arctaicle unless the dave of its original sale could be clearly 
demonstrated. Accordingly, it seems preferable that the charging section of 
the Act should levy tax only in the case of a retail sale of new goods. New 
goods for this purpose would be defined to include any tangible personal 


property which had not been previously transferred at a retail sale. 


services 

At the present time the Ontario Retail Sales Tax Act charges tax 
only on the consumption of tangible personal property. By definition, telephone 
service is considered to be tangible personal property and therefore telephone 
charges (other than long distance telephone charges) are subject to tax. However, 
no other types of services are specifically taxed under the Act. 

In recent years the service industry has accounted for an increasing 
percentage of the gross-national product. With the necessity for increased 
revenues becoming urgent and the general pressure for the reduction of other 
types of taxes, attention is naturally being focused on the service industry 
as a source of additional tax revenue. 

There are many arguments in the favour of a sales tax on services. 
A sales tax is imposed on the assumption that a taxpayer's ability to pay can 
be measured by reference to his expenditures on consumption. Consumer expendi- 
tures may be made for either goods or services, and it seems somewhat artificial 
to levy tax on the basis of consumption of goods and ignore the consumption of 
services. In many cases it is difficult to distinguish between a charge made 
for goods and a charge made for services. For example, a manufacturer may sell 
his product at a rate that includes installation of the product on the customer's 
premises. In the case of the Ontario Retail Sales Tax Act the definition of 
"fair value" includes the cost of installation where the contract under which 
the property is acquired provides for the acquisition of the property and its 
installation for one consideration. However, where the vendor makes a separate 
charge, for installation the installation charge is exempt. In many cases it 
is difficult to determine the portion of the price which should be allocated to 
the installation especially where the manufacturer only sells goods on an 
installed basis. The same general situation holds true in the case of goods 


sold under warranty, where the vendor contracts to keep the property which is 
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being sold in good repair over a period of time without making any charge. 

As the level at which sales tax is levied comes closer to the point 
of consumption, the arguments in favour of a tax on services become stronger. 
Since the distribution of goods to consumers is essentially a service function 
and the charges for distribution services are included in the price of the 
article on which tax is paid, the costs and profits’ of the distribution industry 
are in effect subject to sales tax. If other services are not taxed, the sales 
tax discriminates not only between goods and services, but between one service 
industry and another. 

When the tax on goods is levied at the retail level the arguments 
in favour of a tax on services are very strong. Many retail merchants deal in 
both goods and services (e.g. garages, appliance dealers, repair shops, etc.) 
and it is frequently difficult to distinguish between the charge made for goods 
and the charge made for services. Strong arguments may be made that a retail 
sales tax which is imposed on tangible personal property only, discriminates 
in favour of expenditures on services. In view of the strong equitable argument 
in favour of taxing services and the substantial revenues which could be obtained 
from such a tax it is somewhat surprising that none of the Canadian provinces 
has attempted to levy a tax in this area. 

One of the reasons for the reluctance of the provinces to tax 
services has undoubtedly been the administrative difficulties involved in such 
a tax. We believe that these difficulties have been overstated in the past and 
that in spite of the large number of service enterprises that would have to be 
licensed and administered by the sales tax authorities a sales tax on services 
is both feasible and desirable. 

There are two ways in which a tax on services may be imposed. 

Tax may be applied generally to all services in the same way that tax applies 
generally to all goods. Alternatively, tax may be applied only to specific 
services that it is desired to tax. For reasons of administrative efficiency, 
the second form of taxation is generally thought to be preferable. If tax is 
levied on all services an inevitable administrative problem arises in dealing with 
a large number of small service entrepreneurs. In addition, serious conflicts 
arise as between the taxation of services which can be rendered either by a 
service organization or by an employee. For example, housecleaning can be 
performed either by a service organization or by a domestic servant. In 

some cases housecleaning services are performed by one individual for a number 
of customers. It would be unrealistic to attempt to collect tax on the 
services rendered by such a person. Similar difficulties arise in the case 

of a number of other types of service enterprises. 

In addition, services rendered to business organizations should 
be exempt from tax. This exemption would be necessary in order to avoid the 
pyramiding of the tax. Materials used by manufacturers are exempt for the 
same reasons. 

For these reasons it is generally thought prefereable to levy 
tax only on those services which do not provide administrative difficulties 
and which are normally performed for individuals. We list below a number 
of services which might be taxed: 


1. Repairs and reconditioning (except goods exempted from tax as producers 
goods and repairs made without charge under warranty or as part of 
a normal service granted by a manufacturer or vendor to a customer ), 
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Laundry and dry cleaning services; 
Garage services; 

Barber and beauty salon services; 
Hotel and motel charges; 


. storage charges; 


Sop Gi FS Cal 9) 


Charges for installation of tangible personal property 
in real property. 


This is by no means a complete or exhaustive list of the types of services 
which might be made subject to tax. Many other examples may be found of 
services which should be taxed and which would not create substantial 


administrative problems. 


Rental contracts 

Under the Ontario Retail Sales Tax Act rentals are considered to 
be sales and sales tax is therefore exigible on rental payments. In our opinion 
tax on rental payments offends against the rule that sales tax should be neutral 
in its effect since it imposes an additional tax on consumers who acquire 
property by lease rather than by purchase. This is particularly true in any 
case where services are not made subject to tax. 

The problem in connection with rental payments arises because a 
rental charge is a combination of a number of factors. Rental charges include 
a charge in respect of the consumption or use of the leased article and also 
a charge in respect of the financing cost borne by the lessor. In addition, 
the lessor frequently renders service in the maintenance of the leased asset 
and this service is of course included in the rental payments. 

The taxation of leased property may be contrasted with the 
taxation of property purchased under a conditional sales agreement or subject 
to a chattel mortgage. In the case of leased property, tax applies not only 
to the fair value of the asset at the time it is leased but also to the charges 
for financing,and if services are rendered,to the service charges as well. 

In the case of property which is purchased,however, financing charges are not 
made subject to tax, If service contracts are entered into, these too 
would be exempt from tax unless the tax is extended to apply to services. 

The Province of Ontario has recognized this problem and has 
attempted to make allowance for the financing and service charges through 
taxing only a portion of the rental payments where the rental contract is 
for more than a few days. Where the rental is for a period of six days or 
less, tax is charged on 100% of the rent. Where the rental period exceeds 
Six days but is less than a month, tax may be charged on the basis of 90% 
of the rent and where the rental period is longer than one month the tax is 
calculated on the basis of 80% of the rental charge. There is no provision 
for taxing rentals on any more favourable basis than 80% of the rental charge. 
Accordingly, a lease for ten years is taxed on the same basis as a lease for 
one month and one day. It is clear that while Ontario has attempted to recognize 
the inequity of taxing rentals in full, the formula which is used to determine 
the appropriate portion of the rental payment on which tax should apply is 
absurd. 

We believe that the current provisions of the Ontario Retail 
Sales Tax Act relating to rental payments are inequitable. In the case where 


the lessor renders services to the lessee in connection with the repair and 
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and upkeep of the leased property no appropriate formula can be found which will 
suit all cases. The portion of the rental payment relating to services will 
vary widely, according to the type of product which is leased. Consequently, 
any effort to establish an average service factor calculated as a percentage of the 
gross rental is bound to be overly generous to some lessors and work a hardship 
on others. It should be noted that this problem disappears if services are made 
subject to tax. If, however, services are not made subject to tax, then it 
appears more appropriate to us to tax the lessor as the consumer or user of the 
article and to exempt rental payments from the sales or consumption tax. If 
this were done, the service and financing elements in rental charges would in 
effect be exempted from tax and only the consumption or use portion of the 
rental payments would be subject to tax. 

If, on the other hand, services are made subject to tax then 
rental payments should also be subject to tax. In this event, equity may be 
achieved by making an appropriate allowance in respect of the financing of 
the asset. We would recommend that allowances for financing be made on the basis 
of an interest rate of 6% to 8% per annum and that discounts be granted only in 
cases where the rental period is more than one month. Discounts calculated 
at an 8% interest rate might be as follows: 

Leases up to one year, 4%; 

Leases over one year but tees than two years, 8%: 
Leases over two years but less than three years, 12%; 
Leases over three years but less than four years, 17%; 
Leases over four years but less than five years, 22%; 


Leases over five years, 30%. 


Vendors' bad debts 

At present, no relief is provided for vendors who fail to collect 
tax because of the insolvency of their customers. The question of relief to 
vendors may be looked at in two ways. Under the first way, the vendor should 
collect the tax at the time of sale and delivery of the goods. By granting credit 
terms to his customer, he is simply advancing funds over and above the sale price 
of the taxable property. This is a free choice on the part of the vendor. 
is ne fails Go collect the tax and sale price from his customer, the loss 
is a direct result of his advancing credit. When looked at in this way, there 
appears to be no good reason for providing any relief where a vendor fails to 
collect the tax because of the insolvency of his customers. 

The other way of looking at this problem is to take the position 
that sales on credit are an ordinary and necessary business practice. hence it 
is unreasonable to expect that tax must be collected on a C.O.D. basis. 
Under this approach it seems reasonable to expect the vendor to be responsible 
only for the tax which he is able to collect from his customer. 

We believe that as a matter of principle, vendors should not be 
required to remit tax when they are unable to collect it from their customers, 
either because of insolvency or for any other valid reason. On the other 


hand, at present rates of tax, the point is not of great significance. 


Exemptions 
Generally speaking, exemptions in a sales tax system are 


undesirable since: 
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(a) They create administrative difficulties for vendors and 

tax authorities alike; 

(b) They tend to destroy the neutrality of the tax, and 

(c) They erode the tax base and thus reduce the revenue. 
Where tax is levied at a modest rate the neutrality of the tax is not seriously 
affected, but exemptions create administrative difficulties and erode the tax 
base no matter what rate of tax is charged. The problems resulting from exemptions 
increase as the number of exemptions increases and for this reason it is 
preferable to limit exemptions as much as possible. 

Not all exemptions should be considered objectionable. Administra- 
tive difficulties do not arise in the case of an absolute exemption granted to 
specific purchasers who can be identified by special licence numbers and 
certificates. For example the complete exemption from tax on purchases granted 
to holders of "G" permits does not create any administrative problem for vendors 
making sales to such persons. Difficulties do arise however where exemptions 
are conditional upon the use to which property is put or where exemption is 
granted for certain specific types of goods or sizes of goods. Similarly 
exemption of some classes of goods cannot be considered to be an erosion of 
the tax base if taxation of the goods would give rise to pyramiding of the tax. 

There are two basic reasons for granting exemptions. The first 
of these is to avoid pyramiding of the tax. Exemptions for producers' goods 
tall anto thas category. The second is the social objective to eliminate the 
regressive features of a sales tax and to create a preference for socially 
desirable objects. Depending on the way in which exemption is granted adminis- 
trative problems may arise in connection with exemptions in the first category. 
Neutrality and erosion of the tax base are not however factors in determining 
the acceptability of such exemptions. Exemptions falling in the second category 
however give rise to all of the types of difficulty outlined above and it is 
this type of exemption which is most undesirable from the point of view of an 


efficient taxing system. 


Producers' goods - 

We would like to see the present exemption for producers! goods 
expanded from its present basis to include all goods purchased for use by 
manufacturers and persons fulfilling a distribution function. From a 
theoretical point of view, the taxing of any of these goods results in some 
pyramiding of tax. While the complete exemption for producers' goods would 
inevitably lead to some personal purchases exempt from tax through the false 
claiming of a business exemption, it is believed that no significant leakage 
of tax would occur which could not be easily remedied through simple audit 
procedures. 

The exemption for producers' goods should be limited to those 
persons producing or selling taxable goods. Should the present tax be extended 
to tax all or specific services,then those persons providing taxable services 
should also be exempt from tax on their business purchases. In this way 
duplication of tax would be kept to a minimun. 

In our view such an exemption would not create any new adminis- 
trative problems and would substantially reduce problems created by the present 


system of exempting only equipment and material to be used directly in the 
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production process. Under the proposed exemption all licensed vendors would 
be entitled to make purchases free of tax by quoting their licence number as 
is now done in the case of "G" permit holders. 

If the complete exemption of producers' goods was considered 
impractical because of the revenue loss involved, the present exemption for 
tangible personal property to be processed, fabricated, or manufactured into, 
attached to, or incorporated into tangible personal property for sale should 
be continued. The exemption for consumable materials and production machinery 
should also be continued. 

It should be noted that the present exemption for production 
machinery and apparatus is dependent on the similar exemption in the Federal 
Excise Tax Act. Since this exemption has been repealed it will be necessary 
for the Province of Ontario to make its own rulings as to whether or not 
particular machines are exempt. We believe that the exemptions could be 
administered more easily if all goods destined for use in the manufacturer's 
plant were exempted rather than continuing to grant exemption only to goods 
used directly in the productive process. We should emphasize however that 
we believe that this type of limited exemption is much less desirable than 
a complete exemption of producers' and distributors’ goods. 

Farmers', fishermen's and fur trappers' implements and supplies 
are of the same nature as producers' goods and exemption should be continued 


on a consistent basis with the exemption for other producers' goods. 


Food - 

Most of the exemptions granted under the Ontario Retail Sales 
Tax Act fall within the category of exemptions granted for social purposes. 
Most of these exemptions are evidently granted in order to reduce the regressive 
impact of the tax. The chief exemption in this category is the exemption 
for food. Not all jurisdictions imposing sales taxes exempt food from tax 
although in the case of Canadian provinces, the food exemption is universal. 
There is some room for argument that there is no justification for food 
exemption in a country with a high standard of living such as Canada. In 
spite of this argument there are a number of individuals whose circumstances 
are such that a tax on food would create serious hardship. Proponents of the 
tax on food products believe that hardship cases should be dealt with through 
granting relief. While there are strong revenue arguments in favour of this 
position, we do not believe that the granting of relief is as acceptable from 
a social point of view as the exempting from tax of food products. Accordingly, 
on social grounds we recommend that the exemption for food products be continued 
in the Act. 

On the assumption that food will continue to be exempt from 
tax we believe that all food for human consumption should be exempt and the 
present attempts to distinguish between various foods, candies and confections 
be eliminated.? We believe that the exemption should extend to all food and 
drink (other than alcoholic beverages) for human consumption and the present 
differentiation between consumption on and off the premises should be eliminated. 
If food is to be exempt there would seem to be little reason to make this 


distinction. Why should a Chinese dinner consumed on the premises be taxable, 


1. Reguiation 1 contains definitions of candy, confections and soft drinks. 
At present, many exempt foods, such as chocolate covered biscuits and 
fancy cakes, are difficult to distinguish from taxable confections - 
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whereas the same meal delivered to one's home is exempt? Similarly, why should 
a person who consumes more than $1.50 of food in his car at a drive-in restaurant 
be subject to tax, when if he were to pick the same food up at a restaurant 

or have it delivered to his home, he would not be taxed? It may be that 

the taxing of meals in excess of $1.50 is an attempt to tax luxury living. 

We believe that most persons eat at restaurants more through necessity than 
desire and in any event meals costing $1.50 at restaurants can hardly be 
described as luxurious. We believe that if taxes are to be levied on expensive 
meals this should be accomplished through an extension of The Hospital Tax Act 
rather than through the Ontario Retail Sales Tax Act. The present policy of 
taxing catered meals is a further practice which should be eliminated in 

the exemption of all food products. Again we are unable to see any reason 

why a distinction should be drawn between the consumption of a catered meal 


and the consumption of food products on one's own premises. 


Drugs and medical supplies - 

In our view the present exemptions for prescription drugs and 
various orthopaedic, dental and optical appliances fall into the same category 
as food. While from an administrative and revenue point of view, it might be 
preferable to tax such items, we believe that this would be undesirable from 
a social point of view and accordingly recommend that these exemptions should 
be continued. 

While it may be socially desirable to exempt medical supplies 
from tax when purchased by individuals, the same reasoning should not apply 
to purchases by public hospitals. At the present time, public hospitals, 
psychiatric hospitals and sanatoria may purchase equipment free of tax provided 
that it is for use and not for resale. Ruling 15 sets out a list of items which 
may not be purchased exempt by public hospitals. This list includes general 
supplies, office and administrative equipment and supplies, kitchen and 
dietary equipment, laundry and housekeeping equipment, plant maintenance, 
general equipment, general furniture and recreational equipment. 

This type of exemption creates administrative difficulties since 
it is necessary to distinguish between items used directly in patient care 
and items used in the general operations of the hospital. More important, 
however, is the erroneous assumption underlying this distinction - that 
equipment used directly in patient care is more essential than other equipment 
used in the operation of a hospital. Obviously, hospitals must have kitchens, 
administrative offices and plant maintenance just as they must have equipment 
for patient care. 

In addition, the exemption of medical supplies from tax when 
purchased by individuals is based on the belief that sickness should not be 
taxed. This exemption is particularly desirable in cases where medical 
expenses have become a serious financial burden to the individuals concerned. 
Hospitals, however, are now largely financed by the federal and provincial 
governments - by grants from general revenues and through provincially- 
sponsored hospital insurance. Since hospitals are largely dependent upon 
federal and provincial government support, we believe that they should be 
subject to tax in the same way as provincial government bodies. In other 
words, public hospitals, psychiatric hospitals and sanatoria should receive 


no special exemption from tax. 
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Classroom supplies - 

Exemption is provided for classroom supplies purchased by 
schools, school boards and universities and for students' supplies. We 
recommend that these two exemptions should be eliminated. In order that the 
increased costs of purchases by schools should not be added to the already 
heavy burden of property owners, school grants should be increased to make up 
for the tax paid by educational institutions. We believe that this method of 
granting effectual exemptions from tax is preferable to the present system which 
requires a number of definitions in the regulations and three pages of rulings 


to detail the exemptions. 


Books - 

The Act provides exemption for books that are printed and bound 
and that are published solely for educational, technical, cultural or literary 
purposes, as well as exemptions for newspapers, magazines and periodicals. 

We do not see any justification for continuing these exemptions. While it 

can be argued that it is socially desirable to encourage reading and in 
particular to encourage the Canadian publishing industry, we do not believe 
that this should be accomplished through exemptions provided in a retail sales 
tax act. It should be noted that newspapers would not normally be taxable in 
any event at current price levels and there would seem to be no reason why each 
delivery of a newspaper should not be considered a separate sale, thus avoiding 
the necessity of having carrier boys collect the sales tax. We realize that 

if our recommendation that all books be taxable is adopted tax will apply on 
many school text books. We believe that this is preferable to making any 
attempt to exempt approved text books as such an exemption would give rise to 


serious administrative difficulties. 


Children's clothing - 

Children's clothing and children's footwear as determined by 
the Lieutenant-Governor-in-Council are exempt from tax. The distinction between 
taxable and exempt clothing is determined by size with no reference to the age 
of the child. There is a further distinction in that some items of apparel 
worn by children are taxable. Taxable items include bathing suits, accessories 
and fabrics and patterns used in making children's clothing at home. 

Because of the arbitrary size designations necessary in the 
definition of exempt children's clothing and the fact that some items of 
apparel remain taxable, serious problems are placed upon retailers in their 
relations with customers. Many persons logically ask why one item of clothing 
should bear tax while another should not, since for any one child, some items 
may be exempt because of size while other items are taxable because they exceed 
the size limitation. Others cannot understand why clothing for a big child 
should be taxed while small adults may purchase many items exempt. 

The exemption is justified as being necessary in order to 
remove one of the basic necessities from tax, and to avoid any tax discrimina- 
tion against large families. If basic necessities are to be exempt, there 
seems to be no valid reason why the exemption should be limited to children's 
clothing. We do not believe, however, that clothing should be exempt. 

Clothing expenditures by individuals, both for children and adults, are in 


almost every case well in excess of what might be considered to be a bare 
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necessity level. In any event, families who must rely upon homemade clothing 
for economic reasons are discriminated against since all the materials used 
in making clothing are taxable. 

Expenditure patterns of families having the same level of income 
are subject to many variations because of particular needs and preferences. 
Because of this (as well as other factors), it has been our view that exemptions 
from tax should be kept to a minimum so as to avoid significant distortions in 
the amount of tax paid by taxpayers having similar incomes. While some large 
families in the lower income groups undoubtedlly require public assistance, 
we do not believe that the present exemption of children's clothing from tax 
is a logical or effective method of accomplishing this objective. In most 
of these cases, the relief given by this exemption can hardly be described 


as Significant, particularly at the present rate of honey 


Fuel - 

Almost all types of fuels are exempted under the Act. In part 
these exemptions are justified on the grounds that the fuels are already taxed 
under another provincial act such as The Gasoline Tax Act or The Motor Vehicle 
Fuel Tax Act. Provineial taxes on these fuels were at their inception intended 
to defray the costs of maintaining roads for the vehicles consuming the fuel. 
Since this tax is levied on the basis of benefits derived by the users of the 
fuel, we do not think that it should be a factor in determining whether the 
fuels should be subject to a general retail sales tax. Some of the fuels 
exempted from sales tax can only be used for purposes of heating and the 
exemption of these fuels is again an attempt to reduce the regressive nature 
of the sales tax. We do not believe that the continued exemption of fuel is 
justified and believe that all fuel should be subject to retail sales tax. 
Fuel should, however, be considered to be producers' goods and accordingly 


should be exempt from tax when acquired by persons producing taxable goods. 


Goods used outside the province - 

Tax should not apply to goods purchased for use outside the 
Province and it is hoped that the provinces will soon reach agreement whereby 
the present leakage of tax on imports from other provinces will be substantially 
eliminated. Further, where goods are purchased at a retail sale and taxed 
in one province, tax should not again be imposed when the same goods are 
imported into a second province for consumption or use In this connection 
the present exemption for aircraft, vessels of more than 500 tons gross, and 
railway rolling stock should be continued but only where the purchaser is 
normally engaged in foreign or interprovincial trade. While trucks used in 
interprovincial and international cartage are subject to tax, relief is granted 
under the present administrative practices in respect of the use of such 
vehicles outside Ontario. We recommend that this practice be continued but 
suggest that the reduction of tax provided for on Vendor Card 32 relating to 


transportation enterprises should be authorized by the regulations. 


1 The average family earning $3,000 per year spends approximately 8.5% of its 
income on clothing. The sales tax on this amount would be $7.65 if all 
clothing was subject to the present 3% tax. Similarly, the average family 
earning $7,000 per year spends 8.1% of its income on clothing and the tax 
on this amount would be $17.01. See Irving J. Goffman, The Burden of 
Canadian Taxation (Canadian Tax Foundation, 1962) page 26. 
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Gifts - 
The exemption for tangible personal property acquired through 
gifts should be expanded and all such transfers should be exempt from tax. 
Under the present arrangements, if a person acquires goods for purposes of gift, 
the purchase of those goods is taxable. If the purchaser immediately makes a 
gift of those goods to another person, tax is technically exigible a second 


time. There does not seem to be any logical basis for this. 


Construction materials - 

Prior to June 1, 1964, a number of organizations (including 
hospitals, educational institutions, municipalities and religious and charitable 
organizations) were permitted to claim rebates of tax paid on materials used 
in the construction of new buildings or municipal public works. The rebates 
were 1.25% of the total contract price, which was estimated to be equivalent 
to the 3% tax paid on the construction materials when purchased by the 
contractor. (In the case of roads and highways, rebates were 1.125% of the 
contract price.) 

This system was extremely cumbersome to administer. Not only 
were the tax authorities required to process and verify a flood of rebate 
claims, but also the organizations concerned were put to the inconvenience of 
preparing and justifying claims for all new construction undertaken. 

In order to relieve this administrative problem, the Retail 
Seles Tax Act was amended,effective June 1, 1964, to exempt purchases of 
building materials made by most of these organizations. While similar in 
its effect, the new exemptions are somewhat broader than the rebates previously 
allowed since they can be applied to materials used in alterations and repairs 
as well as to new construction. Religious and charitable groups, however, 
remain subject to the rebate system. 

While relieving some administrative problems, the amendment has 
creaveds new ditrrrenltiles, this! time principally for construction contractors. 
Contractors are now required to obtain a special permit before undertaking 
a construction contract on behalf of an exempt organization. This permit 
allows the contractor to purchase construction materials free of tax for that 
contract only. He must, however, maintain separate inventories and accounting 
records for each contract. If the contractor uses materials from his regular 
inventory in carrying out an exempt contract, he may file a rebate claim in 
order to recover the tax paid when the material was first purchased. These 
requirements of course create special auditing problems for tax enforcement 
OismC ers 

We do not believe that these exemptions or rebates are justified. 
While they partially fulfill a social objective, which is to relieve such 
organizations from tax, this objective is not consistently applied. For 
example, public hospitals are not exempt from tax on a great variety of 
items necessary for the administration of every such ommandaataloa.— Similarly 
municipalities, schools and universities must pay tax on many items. 

More important however is the fact that a large part of the cost 


of new schools, hospitals and municipal buildings and roads are borne by the 


1. See also page 4] 
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province by means of various grants. The determination of these grants is, 

of course, a matter of public policy and is beyond the scope of this study. 

We believe however that grants are based upon an assessment of each individual 
need for provincial government assistance. In practice, of course, formulae 
must be established. Some grants are based upon a percentage applied to 
certain of the actual costs incurred (school construction grants for example 
range from 34% to 92% of allowable costs, depending upon the "wealth" of the 
municipality - based upon its average assessment per classroom). In other 
cases, grants are based upon the size or capacity of the structure. For 
example, hospital grants are based upon the number of beds, not on the cost 

of the building. In other words the province assumes a large portion of the cost 
of such buildings, but this portion is seldom a fixed or immutable percentage 
of the actual total cost. Further, the extent of provincial grants is subject 
to periodic revision as public policy and financial resources permit. 

There is, of course, no reason why any cost which is borne by 
the province (either directly or indirectly through grants) should be exempt from 
tax. Furthermore, we believe that the grants system represents a more appro- 
priate means for supporting these organizations. When viewed in this way, 
there appears to be no reason for continuing the present exemptions. 

We have concluded that these organizations should pay sales tax 
on tangible personal property and, if necessary, the provincial government 
should recognize this additional cost by adjusting future grants. The 
recognition of sales tax as a cost eligible for provincial grants would ensure 
that the imposition of tax could be accomplished without imposing any additional 
burden upon municipal ratepayers, particularly where provincial grants absorb 
the largest part of the total cost of construction. Alternatively, the 
additional grants might be made on a population basis, particularly for 
municipalities. Not only would this result in a more logical method of 
subsidizing these capital expenditures, it would also greatly simplify the 
administration of the Retail Sales Tax Act. The organizations themselves 
and their contractors would also benefit through administrative savings. 

We have already indicated that exemptions from tax for purely 
social reasons should be eliminated wherever possible. Not only do these 
exemptions create administrative difficulties, they also tend to erode the 
tax base, causing higher rates of tax on the remaining taxable items. We 
believe that the present rebate allowed to religious and charitable organizations 
applicable to new buildings is an exemption that should be removed. If it is 
desirable, as a matter of public policy, to give financial support to these 
organizations, we believe that it is more appropriate to do so by grant rather 
than by tax exemption. In any event, the removal of this rebate would greatly 
simplify the administration of the Retail Sales Tax Act without creating 


financial hardship except in the most unusual circumstances. 


Contractors 

The present provisions of the Ontario Retail Sales Tax Act, 
together with the Regulations and Rulings with respect to construction contracts 
provide difficulties and anomolies in two major areas. The first and most 
serious area of difficulty arises in the different tax treatments of on- 
site construction as opposed to off-site construction. 


Charges for installation of tangible personal property are not 
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subject to the retail sales tax. Accordingly, where a contractor instals 
tangible personal property in real property as part of the construction 
contract no tax is charged upon the installation portion of the contract. 
Tax is however levied upon the value of the tangible personal property 
installed. The difficulty with this method of levying tax is that many 
building components may be fabricated either on the construction job or in 
the contractor's shop. Where the contractor fabricates materials for the 
construction contracts in his shop, he is regarded as a manufacturing 
contractor and is required to pay tax upon the value of the goods including 
material, labour and overhead at the time they leave his shop for the 
construction project. Labour expended on the construction site is considered 
to be installation labour and hence is not taxable. 

It is apparent that these provisions create inequalities as 
between different methods of construction, and in particular discriminate 
against prefabrication of building components. There are many examples 
which can be given of such discrimination. Perhaps kitchen cupboards would 
serve as a suitable example. Where kitchen cupboards are fabricated on site 
by a carpenter working in the actual building in which they are to be installed, 
tax would apply to the lumber and other hardware used in the fabrication. 
However, the labour of cutting the lumber to size and fitting it together to 
form a kitchen cupboard would not be taxable. If, however, this labour were 
expended in some other location tax would apply to the value of the finished 
cupboard and not merely to the material component. Similar problems arise of 
course in the area of many building trades including structural steel, metal 
work fabrication of all kinds, precasting of concrete shapes, etc. 

When the federal government removed the exemption for building 
materials in June of 1963 the Excise Tax Act was amended to provide that 
certain manufacturers or producers of building components who were in 
competition with production of similar materials on the job site would not 
be regarded as manufacturers for the purposes of the federal sales tax. 
Accordingly, such persons pay tax on their purchase of material and they are 
not required to pay tax upon the fabrication labour expended in their own 
shops. The federal rule is as follows: 

"Section 29(2b) - 
Where a person 


(a) manufactures or produces a building or other structure 
otherwise than at the site of construction or erection 
thereof, in competition with persons who construct or 
erect similar buildings or structures not so manufactured 
or produced, 


(b) manufactures or produces otherwise than at the site of 
construction or erection of the building or other structure, 
structural building sections for incorporation into such 
building or structure, in competition with persons who 
construct or erect buildings or other structures that 
incorporate similar sections not so manufactured or produced, 


manufactures or produces concrete or cinder building blocks, or 


— 
Q 
Say oe 


manufactures or produces from steel that has been purchased by 
or manufactured or produced by that person, and in respect of 
which any tax under this part has become payable, fabricated 
structural steel for buildings, 


he shall, for the purposes of this Part, be deemed not to be in relation 
to any such building, structure, building sections, building blocks or 
fabricated steel so manufactured or produced by him, the manufacturer or 
producer thereof." 
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The difficulty with this type of provision is that many manu- 
facturing contractors fabricate identical or almost identical products which 
may either be sold at a retail sale or used in the completion of a construction 
contract entered into by the contracting manufacturer. In such circumstances, 
it would appear inequitable to levy tax upon the retail sale based upon the 
selling price but to levy tax upon the material content in the case of goods 
fabricated for the completion of construction contracts. In any event it 
would be impossible for most manufacturing contractors to determine in advance 
when purchasing material whether or not the material would be used in the 
completion of the construction contract or in the fabrication of goods for 
sale. Consequently, there would be administrative difficulties as well as 
inequity created by following the same provisions as have been imposed by the 
federal authorities. 

While in some cases it would be possible to require payment of 
tax based upon the ordinary selling price of the fabricated material in cases 
where it was used in a construction contract this would not always be inequitable 
since many such items are fabricated to specification. When the Ontario 
Retail Sales Tax Act was first introduced special provision was made in 
connection with goods fabricated to specification. In such cases manufacturing 
contractors were permitted to pay tax on the material content only. This 
system was subsequently revised when it became impractical to define under 
what circumstances goods would be regarded as being manufactured to specifica- 
tions. All that was necessary to avoid payment of tax on the selling price 
of goods was to require that the goods meet the specifications that the 
manufacturer already imposed on his normal stock of manufactured goods. 

There is no easy solution to this difficult problem of obtaining 
equality between goods manufactured on site and those manufactured off site. 

We believe however that a change in the whole method of dealing with contractors 
may in the end prove more satisfactory than attempts to piece together 
legislation to deal with present inequalities. We believe that the most 
satisfactory solution would be to regard construction contracts as a contract 
for the sale of tangible personal property to the owner of the real property 

and for the installation of this material in the real property. If construction 
contracts were so regarded, contractors would be deemed to be the vendors of 

the tangible personal property placed in construction contracts. Contractors 
would therefore require vendors' permits and would purchase all materials 

exempt from tax and would collect tax from the owner of the real estate upon 
sale. In most cases the general contractor would be the person charged with 

the responsibility of collecting the tax on behalf of the government. He 

would arrange to make all purchases from subcontractors and other suppliers 
exempt from tax by quoting his vendor's permit. 

It will be immediately evident that the general contractor would 
face a severe administrative burden if he was required to keep track of all 
materials used in construction contracts in order that the proper amount of 
tax be collected from the owner of the property. We believe that this 
difficulty could be overcome satisfactorily by establishing a percentage rate 
to apply to the entire contract price to distinguish between installation 
labour and the material content of each contract. While we do not have 


sufficient information to develop a formula and while we recognize that the 
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material and labour content of construction contracts will vary somewhat 
according to the size and type of construction, we should point out that the 
Treasurer had in the past authorized rebates in respect of construction of 
municipal capital works, hospitals, nurses’ residences, etc. at the rate of 
1.25% of the total contract cost including architects' fees. This percentage 
had been calculated by the Treasurer to be the equivalent of 3% of the material 
costs involved in the construction project. It should be noted that religious 
and charitable organizations will be required to continue to use this percentage 
in the future in claiming rebates. Accordingly this appears to be an appropriate 
percentage for use in the collection of tax by reference to the total contract 
pieces 

If this system were to be adopted certain difficulties might arise 
in connection with speculative builders. For purposes of this discussion, we 
have considered speculative builders to be persons who construct buildings on 
property which they own for the purpose of selling both the land and the building 
to a purchaser. In some cases the sale may be arranged in advance of the actual 
construction of the building and in other cases the building will have 
been started or will have been completed before the sale is arranged. In most 
cases the real estate consists of a residential home but it could also %€ 
an office building, factory or apartment house. In such cases we believe the 
owner of the property who arranged for the construction of a building on the 
land in the hopes of selling it should be regarded not as a contractor but as 
the owner of the premises. Accordingly, such persons should not be granted 
vendors' permits and all persons performing contracts in connection with the 
construction of the building should be required to charge 1.25% of the contract 
price to the speculative builder. In cases where the speculative builder makes 
direct purchases he would be required to pay 3% tax on his purchase. 

Inevitably some confusion will arise where an individual or 
corporation functions both as a speculative builder and as a contractor depending 
upon the circumstances. If the contract portion of their work consists basically 
of an agreement to sell land which they own and construct thereon a building 
more or less to the purchaser's requirements, but without detailed architectural 
drawings being submitted by the purchaser, we believe that such contracts should 
be disregarded and the contractor should be regarded as a speculative builder. 
Where, however, the speculative builder enters into bona fide construction contracts 
as a general contractor as a normal part of his business activity a vendor's 
permit should be issued. This vendor's permit should however be need only for 
those contracts which fall within the normal terms of reference of a general 
contractor and should not be used in connection with activities which might 
better be described as speculative building. In any event, if the percentage 
of tax to apply to the total contract price has been accurately determined by 
the tax authorities, there should be no significant difference between the amounts 
payable by a speculative builder and the amounts payable by a person entering 
into a construction contract with a general contractor. 

The second problem arises as a result of the 1964 amendments to 
the Retail Sales Tax Act regarding non-resident contractors. These provisions 
are found in section 31(3) to (5). Undoubtedly the purpose of these provisions 
is to provide for the proper collection of the tax where a contractor who does 


not normally carry on business in Ontario performs a construction contract in 
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Ontario and obtains a substantial amount of material from outside of Ontario. 

In such cases the contractor may have completed the construction contract and 

have departed from the province before the tax authorities become aware of his 
failure to account for tax in respect of the tangible personal property used in 

the construction contract. Without provisions similar to those found in section 3l 
it would then be impossible for the tax authorities to effectively collect any 

tax at all in respect of the construction contract. It should be noted, however, 
that no problem arises with respect to materials purchased in Ontario since 

retail sales tax will have been paid at the time of purchase by the contractor. 

While we do not disagree in principle with the purpose of this 
legislation, we believe that the government has not fully considered the impli- 
cations of these sections. 

The first point which must be made is that the requirement of 
a deposit or a bond in the amount of 3% of the gross contract price appears 
somewhat excessive. Again referring to the refund provisions of Regulation 20 
it seems unreasonable to require a deposit of 3% where it is anticipated that 
the effective rate of tax on the contract price will be no more than 1.25%. 
Accordingly, a deposit of 13% of the construction contract price would appear 
reasonable in the circumstances. The second point which should be noted is 
that a non-resident contractor is defined in paragraph 37a. Regulation 1 
as an individual or corporation who has not maintained in Ontario continuously 
for a period of 12 months immediately preceding the signing of any particular 
contract, a permanent establishment defined in subsections 1 to 7 of section 2 
of the Corporations Tax Act. This would apply equally to a corporation 
incorporated in Ontario within 12 months preceding the signing of the contract, 
a corporation resulting from the amalgamation of two or more companies which had 
always maintained permanent establishments in Ontario where the amalgamation 
took place within the 12 months preceding the signing of the contract and cor- 
porations which had never carried on business in Ontario before. This does not 
seem reasonable and we believe that the definition of non-resident contractors 
should be changed to exclude corporations which are incorporated in Ontario and 
corporations incorporated anywhere arising from the amalgamation of two or more 
corporations where any of the predecessor corporations had maintained in Ontario 
a permanent establishment for a reasonable length of time. 

It should be noted that section 31(3) requires the contractor to 
place a deposit or bond with the Treasurer equal to 3% of the gross contract 
price. This deposit requirement would apparently apply equally to contracts 
which were to be wholly performed within Ontario and contracts in which only 
a small portion of the construction was to take place in Qntario. While it is 
difficult to visualize all of the circumstances under which contracts might arise 
it is possible that a contract might call for the construction of substantial 
facilities either in Quebec or in Manitoba or elsewhere and as a relatively 
minor part of the construction project require some construction to take place 
in Ontario. In such cases the requirement to make a deposit with the Treasurer 
should be reduced to cover only that part of the contract which is to be performed 
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Technical difficulties 
We have previously outlined a number of areas in which major 


difficulties arise under the Act. There are a number of other areas in which 
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improvements could be made in the Act. Most of these relate to more technical 
provisions in the Act and Regulations, and are considered under separate 


headings below. 


Definition of "use" 

Since use of tangible personal property is one of the events that 
gives rise to tax liability, the definition of the word "use" is quite important 
in the Act. The term "use" is defined to include "storage and exercise of any 
right or power of tangible personal property incidental to the ownership of 
Men MpIGOMEIAG YN 6 sc61 © ". The term "storage" is in turn defined in clause 12 of 
section 1 of the Act to include "any keeping or retention in Ontario for any 
purpose except retail sale or subsequent use outside Ontario of tangible 
personal property ....". It would appear that any person who purchased goods 
with the object of reselling the goods at some time in the future could be 
held to be storing the goods unless the goods were to be sold at a retail sale. 
Since"retail sale'is defined in the Act to mean a sale to a purchaser for 
the purpose of consumption or use and not for resale,persons storing goods in 
Ontario with the intention of selling them to a retailer or to any other type 
of purchaser except a consumer would technically be required to pay tax on the 
goods so stored. This is clearly not the intention of the Act. The wording 
of the definition of "use" should be changed to exclude any storage of goods 


where the goods are held for resale. 


Alleged purchases for resale 
Section 2(6) of the Act provides that where a person sells any 


tangible personal property at a retail sale in Ontario to a person who alleges 
he is not purchasing it for consumption or use, tax shall nevertheless be 
charged and the Treasurer may refund the tax on receipt of satisfactory evidence 
that tax was wrongfully paid. Similar provisions are found in section 2(6a) 
relating to sales of tangible personal property which are alleged to be machinery 
and apparatus. 

In view of the fact that Regulation 4 provides that vendors will 
not be held responsible for the collection of the tax where they have received 
an order on which a purchase exemption certificate is indicated it is difficult 
to see what purpose is served by sections 2(6) and (6a). These sections of the 
Act shouid be repealed and a section substituted which would require vendors 
to collect tax in all cases where the purchaser is unable to provide an exemption 


certificate in proper form as prescribed by the Regulations. 


Transfers of merchandise between 
related persons 
Exemption from tax is provided by Regulation 19 in the case of 


tangible personal property transferred between certain related persons. This 
exemption provides welcome relief from tax in the case of many business 
reorganizations. In our view, however, the requirements of the regulation are 
far too strict and many transfers of assets amongst related companies are not 
exempted. For example, the regulation exempts transfers between a parent 
corporation and its subsidiary, but no such exemption applies to transfers 
between a parent corporation and its sub-subsidiary. There are many other 
examples of transfers between related corporations which would give rise to 


tax liability. 
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A rather curious situation results if property is transferred 
a second time. For example, two subsidiaries may transfer property without tax 
any number of times, provided that one of the subsidiaries owned the property 
prior to August 1961, or has since paid tax on the property. Similarly, a 
parent company may transfer property back and forth with one of its subsidiaries. 
However, a subsidiary cannot transfer to another subsidiary property which it 
acquired from its parent without incurring further tax. This tax could be 
avoided by transferring the property back to the parent, who would then 
transfer it to the second subsidiary - proving that a straight line may be the 
shortest, but not the cheapest distance between two points. Unfortunately, 
other considerations, such as possible income tax complications, may prevent 
the use of this simple avoidance technique. 

These illustrations show that the present rules are capricious 
in their impact on intercompany transfers and because of this, we recommend 


that all transfers amongst related companies should be exempt from tax. 
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DGD: 
STATUTORY ADMINISTRATIVE PROVISIONS 


In any taxing statute one will find a number of administrative 
rules set out whose object is to aid the tax authorities in enforcement and 
collection of the tax. In most cases taxpayers do not pay a great deal of 
attention to these administrative provisions, partly because the tax authorities 
so rarely make any use of them. When one does consider these provisions however 
one is struck by the immense power which is placed in the hands of civil servants. 
In many cases we believe that the powers granted to the tax authorities are too 
great especially in those cases where the Act provides for the exercise of the 
discretion of the Treasurer or Comptroller. We have carefully reviewed the 
administrative provisions and recommend that some of these provisions be changed 


in order to place some limits on the authority of the sales tax administrators. 


Licencing of vendors 


Section 3 of the Act provides for the issuing of permits to 
vendors and also provides that no vendor (vendor means a person who in the 
ordinary course of his business in Ontario sells tangible personal property to 
a purchaser in Ontario) shall sell any tangible personal property in Ontario 
unless he has been granted a permit for each place in Ontario where he transacts 
business and such permits must be in force at the time of any sale. Section 3(3) 
provides however, that the Comptroller may refuse to issue a permit to any 
vendor or suspend or cancel the permit of any vendor if such vendor or any of 
his employees contravene any of the provisions of the Act. The section affords 
an opportunity for the vendor to appear before the Treasurer to show why the 
issuance of a permit should not be refused or why the permit should not be 


suspended or cancelled as the case may be. 


This provision of the Act makes the suspension of a permit or the 
refusal to issue a permit in the first place a matter for the discretion of the 
Comptroller and Treasurer. It should be noted that refusal to issue a permit 
in the first place does not have to be supported by any reasons by the Comptroller 
since there are no conditions for refusal as there are in the case of a 
Suspension. Since no manufacturing or distributing business may be carrie.’ on 
in Ontario without a vendor's permit this section places tremendous power in 
the hands of the Treasurer and Comptroller. Providing the Treasurer and 
Comptroller act within the provisions of the Act in refusing to issue a permit 
Or suspending it, it is doubtful that any court could interfere with the proper 
exercising of this discretion even though the discretion might be exercised in 
a way that was totally unfair. We believe that a permit should be issued to 
any applicant unless the Comptroller can show cause why it should not be issued, 
and permits should only be cancellable with the agreement of the vendor or by 
direction of a court. Mere suspicion on the part of the Treasurer or Comptroller 
of the applicants'past or prospective wrongdoing does not constitute valid 


grounds for denying a person the right to carry on business. 


Liability of vendors 


section 16 of the Act provides that taxes collected under the Act 
shall be deemed to be held in trust and until the tax is remitted the amount 


forms a lien and charge on the assets of the collector's estate having priority 
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over all other claims of any person. As it is written it would appear that the 
section applies only to tax actually collected by the vendor but section 13 of 
the Act provides that where an assessment has been issued by the Comptroller 

the taxes assessed shall be deemed to have been collected. While it seems proper 
to provide that tax actually collected should be held in trust it is difficult 

to see how tax not collected can be held in trust. 

The most serious problem raised by this section, however, is the 
priority it creates for the Province in the case of a bankruptcy overriding the 
priorities set out in the federal Bankruptcy Act. Under this provision the 
Province can obtain priority over first mortgages and could leave the holder of 
a first mortgage in an unsecured position. This situation is intolerable since 
there is no way in which lenders may protect themselves against the Province's 
pelor claim. It should also be noted that the creditor in such a situation 
would have to assume the burden of proving the assessment wrong in order to 
protect his own interest. We do not believe that the public is as yet fully 
aware of the implications of section 16 but we would anticipate that lenders 
will have serious reservations as to their position when and if the Province 
attempts to enforce this section. We believe that it is inequitable and improper 
for the Province to create such a priority for itself. Accordingly we recommend 
that section 16 of the Act should be revised and that the Province should accept 


its position as a preferred creditor under the bankruptcy laws. 


Bulk sales 

Section 4 of the Act requires that persons disposing of their 
assets through a sale in bulk must first obtain a certificate that all taxes 
have been paid from the Comptroller. The section also provides that a person 
purchasing stock through a sale in bulk will be liable for any unremitted tax 
collected by the vendor unless such a certificate has been obtained. Under the 
provisions of the Bulk Sales Act all creditors of the vendor must be notified 
in writing of the proposed sale. In addition the proposed sale must be adver- 
tised in a prescribed manner for three weeks before the sale is to be concluded. 
Any creditors whose position may be endangered by the sale are thus put in a 
position to object to the sale. There does not seem to be any reason why the 
Province of Ontario should seek special protection not available to other 
creditors in the case of a sale in bulk. As it now stands, the sales tax 
authorities could unreasonably block any sale in bulk by simply refusing to 
issue a certificate since few purchasers would wish to risk the liabilities 
that might be assumed if a certificate were not issued. We therefore recommend 


that section 4 be repealed. 


Determination of fair value 

Section 2(4) provides that "where the Comptroller deems it 
necessary or advisable, he may determine the fair value of any such property 
for the purposes of taxation under this Act, and thereupon the fair value of 
such property for such purpose shall be as so determined by him". In view of 
the attitude taken by the federal courts in cases involving the exercise of 
ministerial discretion in income tax matters it is not clear that any valid 
objection may be taken to the proper exercise of the discretion of the 


Comptroller on questions of value. We understand that it may be impossible 
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to make an effective appeal against a determination of fair value by the 
Comptroller unless it can be shown that he has been grossly negligent in the 
exercise of his discretion. Since there are no restrictions upon the circumstances 
that must be present before the Comptroller may exercise his discretion to determine 
that the value is other than the actual selling price this leaves a very large 
weapon in the hands of the Comptroller. We believe that the Comptroller's 
right to determine the fair value of property should be restricted to non-arm's- 
length transactions or cases where goods are produced for the manufacturer's 
own use. 

We have been informed by the tax authorities that this provision 
has so far been used only for the purpose of relieving taxpayers of tax in cases 
where the tax effect of a transaction would otherwise have been unreasonably 
severe. While this use of the section seems less offensive on the surface, we 
should point out that it is undesirable for any civil servant to be in a position 


either to increase or decrease the tax by arbitrary means. 


Remuneration to vendors 

In common with all of the other provincial sales taxes in Canada 
The Ontario Retail Sales Tax Act provides for the payment of remuneration to 
vendors for their services in collecting and remitting the tax. The Ontario 
Act provides for a separate arrangement to be made with each vendor although 
in fact remuneration is paid to vendors in accordance with ruling 1 which sets 
out a series of rates depending upon the proportion of taxable sales to total 
sales, the average amount of each sale and the amount of tax collected. The 
rates of remuneration vary between 4 of 1% and 4% of the tax collected. 

The remuneration is intended to compensate vendors for the costs 
involved in collecting the tax. While the rates set by Ontario are scaled in 
accordance with the amount of work involved they cannot be considered to be 
an accurate measure of the costs incurred by vendors. Some vendors may receive more 
than adequate remuneration whereas others undoubtedly recover only a part of the 
extra costs involved. Where the remuneration is less than the costs incurred 
by the vendor, this inadequate compensation is a constant irritant. 

We do not understand the reasons for paying vendors for coilecting 
tax. One of the costs of doing business is the collection, remitting and 
administration of taxes. Very few other taxing statutes grant any remuneration 
to business for complying with the law even though onerous responsibilities 
are placed on businesses. We believe that it is a mistake to pay remuneration 
to vendors and recommend that this practice be abolished. While such action on 
the part of the government will give rise to numerous complaints at the time 
remuneration is discontinued we do not believe that the elimination of remuneration 


will create any hardship on the business community. 


Timely reassessments 
Section 13(3) provides that the Comptroller may, at any time he 


considers reasonable, assess or reassess any tax collectible by a vendor or any 
tax payable by a purchaser under the Act. There is no apparent time limit on 
the issuing of assessments. This provision violates at least one of the 
principles of a good tax law in that at no time can a vendor state with any 


certainty that he has paid all the taxes that are to be required of hin. 
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It apparently will be possible for the government to reassess business concerns 

ten or fifteen years hence. If at some future time the authorities were to reverse 
some ruling concerning the taxability of a particular item or items it would be 
possible for retroactive assessments to be issued which could have very serious 
consequences for vendors. There should be some reasonable protection against 
reassessments except in cases where it can be shown that the vendor has submitted 

a fraudulent return. We suggest that in the absence of fraud, reassessments 

should be invalid unless issued within four years of the date of the sale giving 


rcemnLOnumMe vax Ivabadaitis. 


Notices of objection 
Section 17 of the Act provides that a vendor or purchaser may 


object to an assessment within thirty days from the date of mailing. This 
time is very tart indeed and there is no apparent reason why the Act should 
be so restrictive. The time should be extended in order to give the vendor or 
purchaser a reasonable chance to determine whether an objection is warranted 
and Go Set out the facts. The minimum time limit for a notice of objection 
under any taxing statute should be ninety days and we recommend that the 
Province of Ontario extend the filing date to provide sufficient time for 


taxpayers to review their position. 


Appeals to the courts 

section 18 provides for taxpayers to appeal decisions of the 
Treasurer to the Supreme Court of Ontario. The notice of appeal to the Supreme 
Court must be filed within ninety days from the time at which the Treasurer has 
replied to the notice of objection sent by the taxpayer. Section 18(5) provides 
that the taxpayer must file security for the costs of the appeal of the court 
in a sum required by the Treasurer up to $400. The requirement to deposit an 
amount as security for the costs of the appeal could give rise to hardship in 
the case of taxpayers who do not have a great deal of money. Furthermore an 
appeal to the Supreme Court of Ontario is an expensive undertaking and it is 
therefore uneconomic where the amounts of tax involved are small. 

We recommend that the province institute a board similar tc the 
Tax Appeal Board to hear appeals in such a way that the cost to the taxpayer 
would be kept to a minimum. The institution of the Tax Appeal Board by the 
federal government has been of great assistance in the administration of the 
Income Tax Act and Estate Tax Act. While it might be argued that the number of 
appeals anticipated under the Retail Sales Tax Act are so few as to make the 
creation of a Board unnecessary, the experience at the federal level has been 
that when it was made possible for taxpayers to appeal tax decisions without 
a great deal of cost many more appeals were instituted. Since a considerable 
number of these appeals are decided in the taxpayer's favour, the worth of this 
system has been adequately demonstrated. So far as Ontario is concerned an appeal 
board might hear appeals with respect to capital and place of business taxes 
levied under the Corporations Tax Act, succession duties levied under the 
Succession Duties Act of Ontario, appeals from mining tax assessments, and 
appeals from retail sales tax assessments. There may also be other tax assess- 
ments of one kind or another (excluding municipal taxes) which could be heard 


and decided by such a board. 
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ORGANIZATION OF THK ADMINISTRATIVE STAFF 


All taxing statutes, including the Retail Sales Tax Act,are 
largely dependent upon voluntary self-assessment of tax by each taxpayer. The 
legislature however, must recognize its responsibility to provide taxpayers with 
(a) a clear statement of the legal requirements, (b) adequate information so that 
taxpayers may be aware of their responsibility to collect and remit tax, and 
(c) an administrative staff which is competent to assist taxpayers in interpreting 
the statute and regulations. For a number of reasons however, (poor accounting 
records, carelessness, incorrect interpretations of the law and regulaticas, as 
well as attempts to defraud) self-assessment by taxpayers is not sufficient. 

In order to protect the interests of the tax collecting authority, some reliance 
must be placed upon various enforcement measures. Adequate enforcement not only 
produces more revenue, it also ensures equality of treatment between those tax- 
payers who honestly comply with all the provisions of the law and those who are 
less inclined to do so. 

On the other hand, by failing to adequately enforce the taxing 
statute, the province not only loses a substantial amount of tax revenue, it 
permits unfair competition between taxpayers who pay the correct amount of tax 
and those who do not. This in turn creates a feeling of frustration and contempt 
towards the law. 

Having accepted the principle that adequate enforcement measures 
are necessary to ensure the successful administration of a retail sales tax, it 
is apparent that attention must be given to the organization of an effective 
enforcement programme. Such a programme can be divided naturally into two 
distinct functions - compliance and audit - each of which depends largely upon a 
field staff. The compliance staff would be responsible for enforcing tne licensing 
requirements set out in the Act; educating the general public, particularly 
retailers who are charged with the responsibility for collecting the tax; and 
ensuring the prompt payment of taxes due. This in turn will involve contact with 
delinquent taxpayers and action to collect delinquent accounts. The audit staff 
would be responsible for checking the returns and records of taxpayers to ensure 
that the correct amount of tax has been reported. 

American states and Canadian provinces follow widely varying 
policies in the organization of their sales tax field staffs. Some place greater 
emphasis on the compliance function while others concentrate on the audit function. 
Any comparison of policies followed by the different jurisdictions is further 
complicated by variations between the formal organization structure and actual 
practice. Most however, recognize that the requirements of each function are 
sufficiently different to justify two separate field onaanivatoas,” 

We believe that a unified field staff offers the obvious advantage 
of flexibility which at first glance would appear to be most useful, particularly 
in outlying areas. This advantage is however more than offset by the practical 
difficulties involved. Skilled accountants are necessary if adequate audits are 


to be performed. On the other hand, these people are difficult to obtain in 


1. All Canadian provinces levying sales tax use separate compliance and audit 
field staffs with the exception of Saskatchewan. Of 33 states in the 
United States having retail sales taxes, 5 states have a combined field 
staff, 2 states rely almost entirely upon an audit staff, while the 
remaining states maintain separate field staffs. See John F. Due, 

State Sales Tax Administration (Public Administration Service, 1963) 
page 26. 
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sufficient numbers and harder to keep if a large part of their time is to be 
devoted to routine enforcement measures. As a result, we recommend that a 


separate staff be maintained for each function. 


Compliance section 


The staff employed in this section should be responsible for 
ensuring that all vendors within their areas are properly licenced. This requires 
some screening of licence applications to ensure that there is no existing 
liability for tax outstanding, and that the applicants are in fact eligible for 
registration. A compliance officer should also visit new registrants to acquaint 
them with the provisions of the law. 

The other major responsibility of the compliance staff is the 
collection of delinquent tax payments. 

Because both these functions require frequent contact with tax- 
payers, we believe that the compliance staff should operate through regional 


offices. 


Audit section 

The audit section under the chief auditor should be responsible 
to the sales tax director for the selection of accounts to be checked by office 
or "desk" audit, and by field audit as well as for the conduct of the selected 
audits. The section should also be responsible for the preparation of assessments 
resulting from audits completed, and for the development of various audit 
techniques and special approaches to be used in the performance of audit assign- 
ments. Because of the necessity to maintain uniform standards throughout the 
province, central control of the audit function is highly desirable. On the 
other hand, because of the size of the province, the concentration of the audit 
staff at one location would mean that individual auditors would be required to 
spend a large part of their time away from home. This is clearly undesirable 
and would make the task of hiring and retaining competent personnel most 
Gasieae wilt). 

In order to retain the advantages of centralization, and at the 
Same time permit most field auditors to work within a reasonable distance of their 
homes, we recommend that the province be divided into audit regions, each under 
the direction of a regional chief auditor. Each region should be large enough 
to warrant an audit staff of approximately ten auditors. This should be 
sufficient to permit efficient utilization of the audit staff and at the same 
time permit individual auditors to work within a reasonable distance of home. 

Central control over the quality of work done must, however, be 
maintained. This could be done in a number of ways - 

(Q) Uniform acceptance qualifications and a centralized training programme for 
audit personnel would ensure that the quality of the audit staff was 
maintained throughout the province. 

(2) Audit programmes and manuals setting out matters of policy and practice 
would be prepared and revised by the central office. 

(3) Audit working papers could be subject to periodic reviews by senior 
auditors at the central office. 

(4) Performance statistics by region could be used to compare different 
regions as well as current performance with previous periods. 

(5) Assessments of tax arising from field audits could be issued through the 
central office. The preparation of assessments in this way would in 


itself assure some degree of uniformity. 
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(6) Centralization of audit selection, with some regional office jurisdiction, 
would provide uniform coverage over the entire province. In any event, 
central selection would be required in order to utilize newly developing 
Scientific selection methods. 

As a further step towards ensuring central control, we recommend 
that a central office audit staff of highly competent auditors be created. This 
staff would normally be responsible for the field audits of particularly large or 
complex accounts throughout the province, and would be available to assist 
regional offices on special assignments when necessary. 

The size of the audit staff depends upon the extent of audit 
coverage desired. Ideally, it could be argued that the audit staff should be 
increased until the marginal cost of an additional auditor equals the additional 
revenue expected to be recovered through his efforts. However, we know of no 
jurisdiction which has reached this happy state. Judging from present difficulties 
facing the provincial government (as well as many other employers) in attracting 
skilled employees in sufficient numbers, we believe that such an objective is 
highly unrealistic. 

In the absence then of any objective measure of the optimum size 
of the field audit staff, comparisons might be made with other jurisdictions 
which are thought to have reasonably adequate enforcement and audit programmes. 

We caution however that valid comparisons are most difficult to 
make for three main reasons. First of all, there are substantial variations in 
the responsibilities of audit staffs, even in jurisdictions maintaining separate 
audit and enforcement organizations. (The Ontario audit staff for example was, 
until recently almost entirely occupied in verifying rebate claims and not on 
revenue audits. ) 

secondly, the additional revenue resulting from retail sales tax 
audits (which at first glance, is a measure of the effectiveness of the programme) 
depends upon the audit selection techniques used. Jurisdictions which concentrate 
on "lucrative" audits (those where a significant recovery is expected) recover 
far more per audit than those jurisdictions who place some reliance on random 
sampling techniques. Audits should be selected by both methods but the degree 
of emphasis varies substantially because of the differing philosophies of tax 
administrators and because of staffing problems. 

Finally, significant variations exist because of differing audit 
techniques. Some administrators rely upon brief checks, while others require 
more detailed examinations. The existence of large industrial and commercial 
enterprises within a given jurisdiction, (as opposed to small retailers) is a 
factor which must be considered in this connection. 

We have included as Appendix D to this study, a statistical 
comparison of audit coverages in selected states in the United States prepared 
by Professor John F. Baa.” He has concluded that a theoretical audit coverage 
of 5% of all accounts per year is the minimum in order to have relatively good 
coverage. This is based on the assumption that each auditor should conduct 44 
audits per year - which is the average for the State of California. (If 
circumstances indicate that more than 44 audits per man per year can be conducted 


satisfactorily in a given jurisdiction, it follows that a greater percentage of 


1. See Appendix D 
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accounts should be audited annually.) Assuming that there are approximately 125,000 
taxpayer accounts in Ontario, the province requires an audit staff of 142 avditors if 
it is to meet this minimum standard. Ontario would, however, require 325 auditors 
to reach the level of coverage now found in the State of California, which ranks 
first on the list in Appendix D. (This comparison is, of course, subject to the 


qualifications outlined earlier,') 
Audit policies of the various Canadian provinces imposing a retail 


sales tax have also been summarized by Professor Due. Field audit staffs 
(excluding Ontario) range in size from 452 accounts per auditor in Prince Edward 
Island to 1170 in Nova Scotia. He has concluded that "with the dual system (i.e. 
separate field audit and enforcement staffs), a figure of perhaps 700 accounts 


On this basis Ontario 


(s 


per auditor may be regarded as a satisfactory figure". 
should have approximately 180 field auditors. Due comments further that a ratio 
of two auditors for each enforcement officer is desirable. On this basis, Ontario 
would require approximately 90 enforcement officers, although more than this 
number may be necessary in the first few years following the imposition of the tax. 
We strongly recommend that the Ontario retail sales tax audit 
staff be increased so that a reasonably adequate enforcement programme may be 
undertaken. We believe that such a programme would require an audit staff of 
at least 180 field auditors (equivalent to a coverage of approximately 700 
taxpayer accounts per auditor). 
The value of audit staffs in terms of additional tax collected has 
been amply demonstrated by both Canadian and U.S. experience. 

"Only a few provinces have analyzed the audit results per auditor and per 
audit carefully. British Columbia reports gain per audit of $729, and 
per auditor, annually of $51,885; Saskatchewan gains $65 per audit relative 
to about $25 cost per audit. The Saskatchewan figure is lower because of 
the more complete audit coverage. The more selective programme of 
British Columbia of course concentrates on the more productive audits. 
Another factor is the greater importance, in British Columbia, of 
large scale business. 

"Only a few provinces report the proportion of audits showing additional 
assessments. The available figures show additional assessments in 
two-thirds of the auditor audits in Nova Scotia and in 50% of the 
inspector audits; British Columbia shows additional assessments in 84% 
of the audits; Prince Edward Island in 73%. These figures are 
comparaole to those in the United Sirattos 0 

While it is difficult to predict the dollar volume of tax 
recoverable through a more comprehensive audit programme in Ontario, it is 
reasonable to expect that results should be comparable with other provinces. If 
the Ontario field audit staff is increased in line with our earlier recommendation 
results comparable to those now obtained in British Columbia should be possible. 
(In 1963, British Columbia had an audit staff of 47 auditors which represented 
a coverage of 660 accounts per auditor. ) 

As quoted above, British Columbia recovers approximately $52,000 
per auditor per year which represents, at current staff levels, a total of $2,400,000 
per veers Since the Ontario tax rate is only 3/5 of that in force in British 
Columbia, Ontario could expect a return per auditor of approximately $51,000 - 


$52,000 per year or a total of $5,600,000 per year if recommended staff levels 


see page 58 

John F. Due, Provincial Sales Taxes (Canadian Tax Foundation, 1964) page 115 
Ibid, page 148 

Ibid, page 114 
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EGON 
are achieved and if Ontario follows audit policies which are similar to those 
used in British Columbia. Audit recoveries in Ontario could, however, be much 
higher in the initial period following the implementation of an adequate 
enforcement programme. 

At present, Ontario now has some 70 auditors, plus approximately 
40 provisional auditors (most of whom are compliance officers now training to 
qualify as auditors). Some improvement has taken place since 1963 (when the 
staff consisted of fewer than 50 auditors), largely because of an active 
recruiting drive and a training programme designed to upgrade compliance officers. 
While these programmes are worthwhile, and indeed necessary, mucii progress is 
still required if even the minimum recommended staff levels are to be reached. 

Individuals are attracted to careers in government service for a 
variety of reasons. On the one hand government service offers many benefits not 
always available in industry, including a certain level of prestige, a sense of 
public service and job stability. On the other hand salary levels are frequently 
somewhat lower than those available elsewhere. The Province of Ontario has been 
fortunate that in spite of the low salaries now offered, the government has been 
able to attract many dedicated and highly qualified tax administrators and 
assessors. We doubt however that the government can continue to attract such 
persons unless salary scales are adjusted upwards at least to levels competitive 
with the federal civil seETOe and preferably with private industry. In our 
Opinion, the present critical shortage of field auditors can only be resolved in 
this way. Low salary levels not only discourage competent individuals from 
entering the government service, they also result in a high level of staff 
turnover. It must be emphasized again that competent and experienced auditors 
recover in additional tax far more than the cost to the government of retaining 
them. 

Up to this point, we have been concerned only with the total 
Size of the audit staff. Our comments would not be complete however without 
some discussion of the qualifications necessary for individual auditors. 

It must be recognized that a large number of audits must be made 
of small retail stores. Audits of this type do not require the same degree of 
skill as is required when reviewing larger organizations. Furthermore, highly 
qualified accountants cannot be retained if a large part of their time must be 
devoted to routine audits of this type. Accordingly, we recommend that the 
audit staff consist of two general categories. 

The first category would consist of auditors who have had limited 
accounting training or experience and accordingly would have less opportunity 
for advancement. Newly recruited auditors who have a higher level of formal 
accounting education but who lack practical experience might also be included 
in this group on an interim basis. This group would be primarily engaged in 


small routine audit assignments and would be located in regional offices. 


1. We understand that the Department of National Revenue, Taxation Division 
(which employs a large number of field auditors), offers the following 
salaries: 

Assessor - Class 2 (not Chartered 


‘Accountants) $5,430 - $6,630 per annum 
Assessor - Class 3 (newly qualified 
Chartered Accountants) $6,450 - $7,950 


We understand further that starting salaries now offered are usually 
$5,730 and $6,690 respectively, rather than the minimum shown above. 
Maximum salaries are reached after 4 or 5 years’ service. 

The salaries offered by the Ontario government are significantly lower by 
comparison. Present starting salaries for retail sales tax auditors are 
po OOOmnom non (Ces andmgo,000 tor C.A.s. 
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The second category would consist of auditors who by reason of 
experience and/or professional standing are capable of conducting audit engage- 
ments of a more complex nature. This group would be primarily engaged in the 
audits of manufacturers, wholesalers and large retailers. The more senior 
positions within the Department would normally be filled by auditors who have 
vained experience in this category. 

In selecting auditors for either category we would not recommend 
that professional accounting degrees (CRA. Oo she 5” O10 Ra Tae) be required of all 
applicants. While accounting degrees represent an acknowledged standard of 
achievement, practical experience should also be recognized, and in fact must 


be accepted if adequate numbers are to be found. 
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MUNICIPAL SALES TAXES 

Reference (d) of the terms of reference under which this study 
is being made required: "The preparation of a detailed description of the 
present operation of a typical municipal sales tax in the Province of Quebec, 
with consideration being given as to the ease or difficulty of application." 

Effective April 25, 1964, the Province of Quebec abolished the 
right of municipalities to impose a retail sales tax. To replace the 2% tax 
imposed by most municipalities, the provincial government increased the 
provincial tax from 4% to 6% and undertook to share sales tax revenues with all 
municipalities on a formula basis. One of the reasons for making the change was 
to assist smaller municipalities. These now receive more revenue under the 
formula method than they had through their own municipal tax. The other major 
reason for abolishing the municipal sales tax was the seriousness of the 
administrative problems created by the tax. These problems are discussed in 
this section. 

No province now permits its municipalities to impose a retail 
sales tax, and prior to the 1964 amendments, only the Province of Quebec did 
so. The fact that the municipalities within the Province of Quebec were entitled 
to levy a retail sales tax at all probably stems from the fact that the City of 
Montreal first imposed its sales tax some five years before the Province of 
Quebec entered the sales tax field. The history of the municipal sales tax in 
Quebec is interesting and provides some valuable clues to a study of retail 
sales taxes in Canada. 

In 1935 the City of Montreal was in desperate need of additional 
revenues. Four years of depression accompanied by low revenues and very high 
expenditures for relief had drained the city treasury and additional sources 
of revenue were desperately needed. In 1934 the City of New York had instituted 
a sales tax to assist it in meeting financial problems similar to those of 
Montreal. The then mayor of Montreal journeyed to New York and after a brief 
study of the New York sales tax system returned to Montreal and within a matter 
of months the Montreal sales tax had become law. 

At that time there was considerable concern that manufacturing 
enterprises would not locate in the City of Montreal because of the application 
Om sales tax to "producers' goods!'. As a result, the city tax provided for a 
refund of the taxes paid on such producers’? goods to the extent that sales were 
made outside of the City of Montreal. This same provision was later carried 
into the Province of Quebec sales tax when it commenced in 1940 and it is for 
this reason that the Quebec sales tax rather than exempting machinery and 
apparatus as is done in some other provinces, continues to provide for a partial 
exemption for all producers' goods based upon the percentage of total sales which 
are made outside the province. While the Quebec authorities have attempted in 
the last few years to change the situation and adopt the machinery and apparatus 
exemption, manufacturers within the Province of quebec are convinced that this 
change would increase the amount of sales taxes paid by Quebec manufacturing 
enterprises and have therefore resisted the change. It is interesting to note 
however, that in the Montreal area alone there are 15,000 manufacturers who are 
required to file an annual return showing their sales within the Province of 
Quebec and their sales outside the province in order to establish the percentage 


refund to which they will become entitled in respect of sales tax paid on purchases 
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At the time the Montreal municipal tax was introduced the 
Chamber of Commerce and Retail Merchants Association objected strenuously to 
the extra administrative burdens which were to be carried by the city's merchants 
in acting as agents for the collection of the tax. As a result of the objections 
of these groups, the Montreal City Council agreed that it would pay remuneration 
to vendors to compensate them for the inconvenience to which they would be put 
in collecting the tax. Once again this provision was accepted by the Quebec 
provincial government at the time it introduced its own tax in 1940. Unlike 
the percentage rebate in respect of tax on producers! goods however this type 
of provision has also been picked up by all other provinces. 

In 1940 the Province of Quebec decided to enter the retail sales 
tax field and levy a 2% tax. Since the City of Montreal had a staff of some 110 
persons who were experienced in the administration of the retail sales tax an 
agreement was made between the Province of Quebec and the City of Montreal 
under which the sales tax staff of the City was transferred to the Province. 
These persons were to administer not only the provincial tax but also the 
municipal tax which was to be collected on behalf of the City by the provincial 
authorities. The provincial rules followed closely the municipal rules and 
it was agreed between the City and the provincial authorities that the admin- 
istrative procedures, exemptions and all other matters relating to the collection 
of the tax would be made identical so that there would be no conflict in the 
administration of the tax. 

For many years the Quebec provincial sales tax system consisted 
of three parts: a 2% provincial levy, a 2% school board levy, and a 2% 
municipal levy. These latter two taxes were administered by the provincial 
authorities but were levied only at the discretion of either the school board 
Or the municipal council. Thus, in some areas of the province the tax was as 
low as 2% where neither the school board nor the municipal authorities desired 
to impose a sales tax. In some areas the school board or the municipality would 
impose tax only at the rate of 1% where the revenue from such a rate was 
sufficient for the purposes of the school board or the municipality. Sales 
tax rates then, varied from 2% to 6% depending upon the mumicipality. This 
system of taxation gave rise to very serious problems. Merchants carrying on 
business in an area with a 6% tax rate had justifiable complaints that they 
were losing business to nearby merchants carrying on business in an area in 
which the tax rate was only 2%. Merchants carrying on business in a low rate 
area were not required to collect tax on behalf of neighbouring municipalities 
whose rates were higher. Accordingly, a person residing in a high rate area 
could order goods from a merchant in a low rate area to be delivered to his 
home in the high rate area without paying the higher rate of tax. This 
situation remained true until 1964 and there was no provision in the provincial 
Act which required a merchant to collect tax on behalf of a neighbouring 
municipality. 

In 1961 the Province of Quebec amended its legislation and took 
away from school boards the discretionary right to impose sales taxes. The 
Province raised its effective sales tax from 2% to 4% and the 2% tax which was 
formerly remitted directly to the local school board is now distributed in the 
form of education grants by the Department of Welfare and Education. Accordingly, 
the discrepancy between high rate and low rate municipalities was diminished 


somewhat since only the 2% municipal sales tax remained discretionary. 
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In the Montreal area another significant change took place during 
the few years prior to 1964. The 13 municipalities making up the metropolitan 
area of the City of Montreal all agreed to impose the 2% municipal tax. Further- 
more, deliveries made by merchants located within the metropolitan area to a 
person residing within the metropolitan area were subject to municipal tax even 
though the goods are delivered across a municipal border. In conjunction with 
this change the municipalities agreed that there would be no allocation of 
revenue according to the residence of the customer. Accordingly, all taxes 
were allocated on the basis of the locality in which the goods were sold Ita 
order to recognize the fact that the outlying communities acted as dormitories 
and merchants within the City of Montreal proper made a substantial part of their 
sales to residents of these outlying municipalities, the City of Montreal 
retained only 86% of the sales tax collected within its borders and the remaining 
14% was distributed to the other municipalities within the metropolitan area on 
a population basis. The result of this change was that some of the criticisms 
that could be levied against the municipal sales tax were eliminated in the case 
of the Montreal metropolitan area. 

This solution did not, however, overcome all of the problems of 
the municipal sales tax. There are a number of municipalities adjacent to 
Montreal which are outside the metropolitan area of Montreal. For example, all 
of the communities on the south shore of the St. Lawrence River near Montreal 
are outside of the mearopolitan area and consequently were not covered by the 
sales tax agreement. Accordingly, merchants in these areas when delivering 
goods into the metropolitan area of Montreal charged sales tax at the rate of 
A% only. Similarly, merchants in Montreal when selling goods to residents of 
these areas also charged only the 4% tax. The Quebec sales tax authorities 
made some attempts to control the situation in the case of high value goods 
which are easily portable, particularly furs and jewellery. A very high 
percentage of the sales of these goods were made in areas where the sales tax 
rate was lower in order that the 2% tax may be saved. For the vast bulk of 
goods, however, no effort was made by the authorities to check up on persons 
who had goods delivered to an area other than their home in order to avoid the 
tax. The director of sales tax for the Montreal area estimated that the sales 
tax revenue lost through this form of leakage could be as high as $20 million 
per annum. (This estimate was based upon the increase in tax revenues as a 
result of the incorporation of the 2% school board levy into the provincial 
rate.) 

It is clear from the situation in Montreal that the administrative 
problems involved in attempting to stop the leakage of sales tax to persons 
buying goods in one jurisdiction to be delivered in another are so great as to 
be insurmountable. 

Aside from the leakage of tax which occurs because of the inability 
to enforce the law that requires purchasers to pay the proper amount of tax if it 
has not been collected by the vendor, a municipal sales tax, as constituted in 
the Province of Quebec, had other undesirable side effects. Because sales made 
by merchants in the Montreal metropolitan area to persons residing outside the 
metropolitanarea did not bear the municipal tax provided the goods were delivered 
to that other area, the merchants found that the number of persons requiring 
delivery of even insignificant purchases was much higher than it was in other 


provinces. Accordingly, merchants were required to have a larger fleet of 
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delivery trucks and have much larger staffs concerned with the delivery of 


goods. In addition, there was always a problem with regard to sales clerks 
who were required to know the municipal boundaries in order to determine 
whether or not municipal sales tax must be charged. 

Because of the difficulties faced by both merchants and the 
Quebec tax authorities in connection with the municipal sales tax in the 
Province of Quebec it is strongly recommended that the Province of Ontario 
should at all costs avoid instituting a similar system. This does not necessarily 
mean however, that a municipal sales tax should be avoided. It is not the 
purpose of this study to enquire into the question as to whether a municipal 
sales tax would be justified in the Province of Ontario. If, however, it is 
decided that municipalities require revenue from sales tax in order to meet 
their financial responsibilities, such a sales tax should be levied by the 
provincial government on behalf of all municipalities in the same way that the 
Province of Quebec now levies its sales tax on behalf of all school boards and 
municipalities. The revenue flowing from such a municipal sales tax could then 
be distributed on a formula basis to all municipal governments. 

While this study is concerned with the structure of sales taxes 
only, it has nevertheless been thought worthwhile to suggest a method for the 
distribution of a municipal sales tax if one should be imposed. It will be 
noted that in the case of Toronto for example, many persons living within the 
municipality of metropolitan Toronto and contiguous areas will make a substantial 
portion of their purchases within the City of Toronto itself. Furthermore, 
persons living in areas adjacent to the metropolitan area will in all likelihood 
make the bulk of their purchases within the metropolitan area. An allocation of 
revenue therefore that is based upon the area in which the tax is collected 
will do little to assist the "dormitory" municipalities with their revenue 
problems. At the same time, it should be pointed out that an allocation of revenue 
On a per capita basis might well prove unfair to the municipal areas which are 
required to provide services for the merchants within their borders. Consequently, 
it would appear appropriate to distribute the proceeds of the municipal sales 
tax on a formula basis which would take into account not only the area in which 
the tax was collected but also the distribution of population throughout tie 
province. A suitable formula might be to distribute one-third of the municipal 
sales tax to the municipalities in which the tax was collected. The remaining 
two-thirds might be divided amongst all of the municipalities within the province 
on a per capita basis. This type of allocation would appear to be more appropriate 
than an allocation based solely on population or solely on the area in which the 


tax was collected. 
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APPENDIX D 


PERCENTAGE OF TOTAL ACCOUNTS AUDITED 
ANNUALLY BY 24 STATES, ADJUSTED 
TO CALIFORNIA FIGURE OF ACCOUNTS 

AUDITED PER AUDITOR AS A NORM 


Rank state Per Cent 
Relatively Good Coverage: (CaLIanak Chaaskey aie Re eee ena aieveseiete IAL GS 
= * 
Meinelas Sara 46. ice sere Sionenaieyel cone Sa6 COO D5 1 
MeO AMA:? ss 2% 6 atest otomsstons S00 O-O10.0°0 SASS 
WG ln sieoei ste acere SQ ODDe OOOO OD Brereton ei) 


WiEneyrlenael SG oodGoobo bod odo DG OOO 8 oe 


Neila Cerwollaine Gosoadbos6b0H OE DoS) 
SOwnsla, CeweOLTMNe) 56660000600 G05 oO 
Moderate Coverage: WIENGES yaecooogeaoodeoo oe ooG OD OW 4.9 
IGN cosccooo no ogccd COU OOOdN 55 of8aG) 
WiOULSLEME ooo 8 Gab ab ooo oud obo 4.4 
IMEIRBIOSES 5460 0000c00 boob OdCD 22 04.5 
Wits labiera oul OMuaw encat ifellsivesteherons)-e10l et el anies)ie' <6 4.2 
NILUUAOMS GdoocooeooudédedcanodGn 35.8 
ClALO sooo sco dagoogn eb duoe aD oc 5.8 
(OMIM GULCWNE Goococdacnddécooon00 Bo tl 
EWE Goo6c SoD dD Sd aOC OOo DOODON 5.4 
PeMaMS WEA, Go6oclo oun oUooGu Gad Bio db 
Low Coverage: RIMG Cee MSTA Sievers eis eisieners Ghbooousu} 
OReleldlone, Goahas Sogodbd0CCOOdOO? Zo tl 
INLOICALClE, Gaegaddodocoon DODO OOKOR £4 
KBNNSAS Soogsoncoagcsanoonoads0n 13 
SOwEla, DAROW, obo bdoeooooGoduobn ORG 
WES: Wikgeshae No Go Sue pdoood 06 add SOS 
WOMENS Co. o 08S Moe CO bec Oudd oOo O.4 


*Adjusted for non-sales-tax audit work performed in audits. 


John F. Due, State Sales Tax Administration (Public Administration 
Service, 1963) page 130. 
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